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THE RECENT RISE IN THE PRICE OF 
SILVER AND SOME OF ITS MONETARY 
CONSEQUENCES 

SUMMARY 

I. Extent of Rise in Price of Silver, 216. — High price in 1905-07, 
218. — Peculiarities of the silver market, 219. — Causes of rise in 
price; the supply, 220. — The demand, for industrial uses, outside 
India, 222. — The industrial consumption in India, 224. — ■ The mone- 
tary demand, for fiduciary coins, 226. — Germany, 227; France, 
228; England, 229; United States, 229. — The heavy Indian monetary 
demand, 230. — The reserves built up by the Indian Government, 
232. — ■ Silver standard countries, 234. — ■ How far the rise in silver 
was a part of the depreciation of gold, 237. — Prices and index numbers, 
238. — II. Influences of the rise in price of silver on monetary sys- 
tems, 239. — The Philippines; difficulties from higher price of silver, 
240. — The export point of bullion, 241. — Export of coins, 242. — ■ 
Prohibition of export in 1905, 244. — Other measures, 246. — Re- 
coinage in 1906-07, with lowered silver content, 248. — Success of the 
measure, 252. — The Straits Settlements; gold standard in 1906, 254. — 
Straits silver dollar in danger of exportation; measures to prevent, 
256. — Recoinage, 258. — Gold-exchange standard adopted, 260. — ■ 
Japan; gold standard since 1897, 261. — -Prompt recoinage of silver, 
262. — Mexico's fortunate experience, 263. — Gold standard plan of 
1903, 264. — Adopted in 1905, 267. — At firet, export of old silver 
dollars by Government Commission, 269. — ■ Rapid recoinage into 
new dollars, 271. — Gold certificates, 272. — Success of the operation, 
273. 

The great and unexpected rise in the price of silver 
during the years 1905 to 1907, followed by an equally 
great and unexpected decline, was a phenomenon of 
unusual importance. It necessitated alterations in 
the monetary systems of a number of countries, led 
to the recoinage of hundreds of millions of dollars, 
yielded to the governments concerned seigniorage 
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profits of tens of millions of dollars, and taught lessons 
which must prove of value to China and the South 
American countries which are at present contemplating 
important monetary reforms. Like the proverbial 
dog which licked the hand of the master who was about 
to beat it, silver rendered to several countries a most 
beneficent service at the very time they were discard- 
ing it as the standard money metal. It is the object 
of this paper to give a brief account of the silver market 
during the period in question, to consider the forces 
leading to the rise in the price of the white metal, and 
to trace some of the results as shown in the currency 
systems of the Philippine Islands, the Straits Settle- 
ments, Japan, and Mexico. 



Extent of Rise in Price of Silver 

From 1872 until 1903 the gold price of silver had 
tended strongly downward — a fact made familiar 
to all by the bimetallic controversy. The average 
annual price of British standard silver (i.e., silver 
.925 fine) in London fell from 60t\ d. per oimce 
(giving a ratio with gold of 15.63 to 1) in 1872 to 
24|d. (giving a ratio of 38.10 to 1) in 1903; a 
decline having taken place in twenty-two of the thirty- 
one years. In only one month, October, 1900, the 
time of the adjustment of the Boxer troubles in China, 
had silver been above 30d. since November, 1896,^ 
and the opinion had become quite general that silver 
had " come down to stay." There was much talk of 
the probabilities of a further decline; very little of 

^ The figures for the price of silver are those for British standard silver in London 
as given in the annual circulars of Pidey and Abell, bullion brokers, London. 

For a brief general history of silver the reader is referred to Paul George, Die Bewe- 
gung des Silberpreises seit 1873. Jena: Gustav Fischer, 1908. 
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the probabilities of a rise. The Mexican Commis- 
sion on International Exchange in one of a series of 
valuable papers^ treating the subject of silver submitted 
in June, 1903, to the British Commission said, after 




' The papera are given in English in the 1903 Report of the Commission on Inter- 
national Exchange on Stability of International Exchange, pp. 173-196. 
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outlining the more important events in the recent 
history of silver: "... All of these events have made 
such a deep moral impression that at present silver 
is a subject of very little or no importance whatever 
to the business community of the two continents, and 
it is almost a disagreeable topic of conversation." ^ 

The extent of the advance in silver from 1903 to 
1907 and of the subsequent decline will be seen from 
the chart on preceding page. 

The average annual price which was 24tV d. in 
1902 rose to 24|d. in 1903, 26|d. in 1904, 27Hd. 
in 1905, and 30|d. in 1906. Silver reached SO^d. 
an ounce in November, 1905, for the first time since 
October, 1896, while the high rate of November, 

1906, i. e., ZZ^d., is the highest rate quoted from 
October, 1893, to the present time (October 18, 1911). 
For the period 1903 to 1906 inclusive the range was 
52.7 per cent, that is from 211^^. (January, 1903) to 
33 |d. (November, 1906). The low point in the price 
of silver having been reached about the end of 1902, 
the upward movement began the fore part of 1903, 
continuing, altho with frequent interruptions, until 
November, 1906. A high level was then maintained 
until the great slump in the autumn and early winter 
of 1907 — a fall from an average price of 31.68d. for 
August, 1907, to 26.24d. for December, 1907, and to 
22.49d. for December, 1908. The range from August, 

1907, to December, 1908, represented a decline of 31.7 
per cent. It was not, however, until the summer of 

1 Ibid., p. 190. 

2 Figures for the high and low prices and for the annual average prices were taken 
from the Pixley and Abell circulars; those for monthly average prices were taken 
from the United States Director of the Mint's Reports. 

» For 1909, the high, low, and average prices respectively were 24yd. (May), 
23i\d. (March and October), and 23iod.; and for 1910 they were 26fd. (October!, 
23i\d. (March), and 24|d. 
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1905 that the price was sufficiently high and sufficiently 
well sustained to make the coinage question a critica 
one. 

Before considering the causes of this phenomenal 
rise in the price of silver it will be well to mention 
certain peculiarities of the silver market. (1) The 
great bulk of the world's silver — estimated at 75 
per cent in 1903 > — is produced as a by-product of 
copper, lead, zinc, and gold, and changes in the price 
of silver ordinarily exercise very little influence upon 
its production. (2) A large part of the silver smelting 
business of the world is in the hands of three com- 
panies more or less allied to one another.^ (3) The 
methods of selling and buying silver are pecuUar and 
are conducive to the great instability which has char- 
acterized the price of the white metal in recent years. 
These methods have been described briefly by the 
Mexican Commission as follows : — 

The miners are the producers of silver, and it is to their interest 
to sell silver at the best possible price, but only to a small extent 
do they have any direct connection with the silver market of the 
world. 

1 " The conditions as to the production of silver are radically different at the pre- 
sent time [1903] from those prevailing before the closing of the Indian mints and the 
great drop In the price which followed this action. The decrease in the production 
of silver from distinctively silver mines has been enormous, and it is believed at the 
present time not more than one-quarter of the world's production comes from this 
source. . . . The demand for and the production of copper lias so enormously in- 
creased that from this source alone a very large production of silver is obtained. The 
largest single producer of silver in the United States is a distinctively copper mine. 
The cheapening of metallurgical processes has permitted of the working of ores, partic- 
ularly those containing lead and gold in small quantities, to such an extent tlmt 
from this source also a large proportion of the silver production of the world is obtained. 
The Broken Hills Proprietary Mine of Australia, a distinctively lead mine, is not 
only the largest producer of lead in the world, but also probably the largest producer 
of silver. At least 90 per cent, and probably 95 per cent, of a\\ the silver produced 
in the United States is the product of lead and copper smelting, and the great increase 
in the production of silver in Mexico is entirely due to lead and copper smelting." 
Document submitted by the Mexican Commission on International Exchange to 
the British Commission, June 3, 1903. Report of the Commission on International 
Exchange, 1903, pp. 180-181. 

' Ibid., p. 181. 
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Most of the silver-bearing ores are sold to the smelters, as the 
improvement in metallurgy favors concentration of work. When 
the ore is sold to the smelters, the London quotation the day of 
shipment is paid to the miner. 

The business of the smelter is not to speculate in the price of 
silver, but to draw its profits from the smelting charges. The 
smelting companies are, therefore, always anxious to sell their 
silver the day of purchase, so as not to endanger their otherwise 
sure profits on account of the fluctuations in the market. Under 
these conditions, silver is hurried to London as fast as it is refined, 
and as the daily sales are made at whatever the market price may 
be, there is little if any influence to withstand the natural desire 
of buyers to supply their needs at lower and lower prices. . . . 

. . . The largest buyers of silver are the governments — 
for coinage purposes. There is no regularity • in their methods of 
buying, and there is always a feeling of uncertainty in the market 
as to the amount which they will buy and when they will buy it.' 

Conditions such as these are largely responsible 
for the fact that silver, which was for centuries prior 
to the demonetization in the early seventies the most 
stable in its gold price of all commodities, had now 
become one of the most unstable. 

We may now briefly consider some of the more 
important forces responsible for the rise in the price 
of silver during the period 1904 to 1907. The forces 
affecting the gold price of silver may be grouped under 
four rubrics, with the first two of which we are pri- 
marily concerned. They are: (1) the supply of 
silver; (2) the demand for silver; (3) the supply of 
gold; and (4) the demand for gold. The first two 
factors will be considered separately, the third and 
fourth grouped together. 

Little help can be secured in explaining recent 
movements in the price of silver by reference to the 

» One of the important tasks undertaken by the Commission on Internationa 
Exchange was to bring about greater stability in the price of silver by inducing govern- 
ments to buy their silver for coinage purposes at frequent and more or less regular 
intervals instead of spasmodically, in large amounts and in a haphazard way. Cf. 
Report of the Commission on International Exchange, 1903, pp. 29-32. 

« Ibid., p. 194. 
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figures for silver production. In the case of a durable 
commodity like silver the annual production repre- 
sents such a small proportion of the total supply on 
the market that very great changes in production are 
necessary to have much immediate effect upon the 
supply. Obviously this is less true of silver than of 
gold, because as the result of the discontinuance of 
the free coinage of silver by most countries of the 
world, a much greater proportion of the world's exist- 
ing stock of silver than of gold is " specialized," par- 
ticularly in the form of fiduciary ^ (or token) coins, 
which circulate at a monopoly value substantially 
above bullion value. Nevertheless, when one con- 
siders the large quantities of Mexican and British 
silver standard dollars on the world's markets, the bar 
silver, the syce silver of China, and the mass of other 
relatively unspecialized silver of the Orient, he will 
realize that the annual production is at best a com- 
paratively small factor in the world's marketable 
supply. 

During the period in question, moreover, the most 
rehable figures available show the world's silver pro- 
duction to have been remarkably constant, incom- 
parably more so than the world's gold production, as 
will be shown from the following table based upon 
the figures of the United States Director of the Mint. 

Obviously variations in the price of silver during 
this period cannot be attributed in any appreciable 
degree to changes in the annual production of the 
white metal. We may therefore turn from the factors 
of supply to those of demand. 

1 By fiduciary coins is meant coins whose money value exceeds their bullion value 
by more than sufficient to cover a reasonable allowance for expenses of coinage. The 
expression " fiduciary coins " the writer believes to be preferable to the more common 
one " token money," since the latter carries the false implication that such coins are 
not In fact money but merely tokens for money. 
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Silver 


Gold 


Year 


Production 

(Fine 

ounces) 

000 


Per cent Increase 
or decrease over: 


Produc- 
tion (Fine 
ounces) 
000 


Per cent increase 
or decrease over: 


Average 
annual 




preced- 
ing yr. 


year 
1900 


preced- 
ing yr. 


year 
1900 


ratio 
with gold 


1900 


173,591 






12,315 






33.33 


1901 


173,011 


*0.3 


*0.3 


12,626 


2.5 


2.5 


34.68 


1902 


162,763 


*5.9 


*6.2 


14,355 


13.7 


10.5 


39.15 


1903 


167,689 


3.0 


*3.4 


15,853 


10.4 


28.7 


38.10 


1904 


164,195 


*2.2 


*5.4 


16,804 


6.0 


36.5 


35.70 


1905 


172,318 


4.9 


*0.8 


18,396 


9.5 


49.4 


33.87 


1906 


165,054 


*4.2 


*4.9 


19,471 


5.8 


58.1 


30.54 


1907 


184,207 


11.6 


6.1 


19,977 


2.6 


62.2 


31.24 


1908 


203,237 


10.3 


17.1 


21,430 


7.3 


74.0 


38.64 



The chief of these factors may best be classified for 
our purpose as follows: — 

A. Industrial Uses. 

I. In the world exclusive of India. 
II. In India. 

B. Monetary Uses. 

I. Fiduciary Coins. 

(a) In Occident. 

(b) In Orient. 
II. Silver Standard Coins. 

As the world's population and wealth increases it 
is but natural that there should be an increasing de- 
mand for silver for use in the arts. Among the prin- 
cipal industrial uses of the precious metals Touzet, 
in his work Emplois Industriels des Metaux Precieux, 
mentions the following (p. 24): the manufacture of 
jewelry, watches, firearms, surgical instruments, uten- 
sils of laboratories, fluorescent screens for radiography, 

* Decrease. 
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gilding, plating, galvano-plastics, dentistry, photog- 
raphy, telephony, telegraphy, decorations upon porce- 
lain, wood, and copper, manufacture of laces and 
fabrics.^ The limits of this article will not permit a 
discussion of the industrial consumption of silver in 
different countries and in different uses. Persons 
interested in this subject are referred to M. Touzet's 
book. Here it will be sufficient to cite the figures for 
the world's industrial consumption of silver as esti- 
mated by the Director of the United States Mint, 
noting in passing that these figm-es are presented 
only as rough approximations, and that they have 
been severely criticised by high authorities.^ Touzet 
criticises them but, while not accepting them for some 
countries, considers them the best available figures 
for the world as a whole, in view of the incompleteness 
of his own figures.^ 

World's Consumption of New Silver in the Industrial Arts' 
(Exclusive of Indla) 



Calendar 
Year 


Ounces (Fine) 
000 


Per cent 

increase over 

year 1900 


Per cent 
increase over 
preceding year 


1900 


41,061 






1901 


44,0GS 


7.3 


7.3 


1902 


48,518 


18.1 


10.2 


190.3 


49,937 


21.6 


2.9 


1904 


57,378 


39.7 


14.9 


1905 


50,718 


23.5 


*11.6 


190G 


51,046 


24.3 


0.6 


1907 


57,720 


40.6 


13.1 


1908 


56,986 


38.8 


*1.3 



This table, compared with the table for silver pro- 
duction on page 222, reveals two noteworthy facts: (1) 

1 Andre Touzet. Emplois Industriels des M^taux Pr^cieux, Paris: Giard & Bri^re, 
1911. 

' Ibid., pp. 49, S. » Ibid., pp. 93-95. 

* Figures compiled from Annual Reports of the United States Director of tlie 
Mint on Production of the Precious Metals. 
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The world's consumption of silver in the industrial 
arts increased much more rapidly during the period 
than the world's production. Whereas the consump- 
tion in 1906 was 24.3 per cent larger than in 1900, and 
in 1907 was 40.6 per cent larger, the production in 

1906 was 4.9 per cent smaller than in 1900, and in 

1907 it was only 6.1 per cent larger than in 1900. Every 
year but one (1905) from 1901 to 1907 showed an 
increase in the industrial consumption over the pre- 
ceding year; while four of the seven years {i. e., 1901, 
1902, 1904, and 1906) showed a decrease in the pro- 
duction as compared with the preceding year. (2) 
The second largest increase in the industrial consump- 
tion in any year over the year preceding was that of 
1907, i. e., 13.1 per cent, the largest being 1904 with 
14.9 per cent. The years 1905 and 1906, altho showing 
a substantially lower industrial consumption than 
1904, showed a larger one than any preceding year.' 
Such evidence as is available, therefore, points toward 
an increasing consumption of silver in the arts during 
this period, and particularly during the years 1904 
and 1907. 

The industrial uses of the second class mentioned 
are those of India. The demand for silver bullion 
in India for ornaments, and for hoarding, is so great, 
so variable, and so different from that of Europe and 
America that it is best considered by itself. From 
time immemorial prior to the closing of the Indian 
mints in 1893 India was known as the great sink of 
the precious metals. When the mints were closed 
and the value of the rupee was divorced from the 
value of its silver content, so that silver ornaments 
could no longer serve as a " savings bank " with the 
annual use of the ornament constituting " a sort of 

• Cf. Touzet. Op. cit., p. 94. 
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interest " and the privilege of free coinage into rupees 
" a sort of redemption fund," it was believed that the 
Indian demand for silver (for non-monetary purposes) 
would permanently decline. Events, however, have 
proved quite the contrary. 

Below are given the figures for the net importation 
of silver into India (exclusive of importation by govern- 
ment for monetary purposes) since the fiscal year 
ending March 31, 1901. 

Importation op Silver into India 1901-1910 ' 



i^scal year 
ending 
March 31 


Total net importation 

British standard silver 

Ounces 000 


Per cent 

increase over 

year 1901 


Per cent 
increase over 
preceding year 


1901 


49,435 








1902 


39,005 




*21.1 


*21.1 


1903 


42,274 




*14.5 


8.4 


1904 


79,182 




60.2 


87.3 


1905 


74,350 




50.4 


*6.1 


1906 


84,318 




70.6 


13.4 


1907 


118,199 




139.1 


40.2 


1908 


97,849 




97.9 


*17.2 


1909 


73,731 




49.2 


*24.7 


1910 


61,015 

* 


Decrease 


23.4 


*17.3 



For this period, it is said, the annual value of net 
imports is " probably fairly representative of what 
is required for industrial purposes," . . . ^ for the 
silver bullion imported since 1893 " is largely and 
without delay manufactured into ornaments, a small 
proportion being passed into the mints of the native 
states." ' 

1 Figures compiled from Financial and Commercial Statistics of British India, 
by the Director of the United States Mint, and given in the Annual Report on the 
Production of the Precious Metals, 1910, pp. 24-25. 

2 Reply to questionnaire_]of Director of United States Mint for 1904-05 given in 
Annual Report of the Director of the Mint, 1905, p. 180. 

3 Ibid., p. 182. The coinage of silver bullion by the native states is said to have 
been much larger than usual in the years 1904, 1905, and 1906. That of 1904 required 
more than eight times as much silver as that of the preceding year. For 1905 it was 
about three-fourths as much as for 1904. Cf. Annual Report of Director of the United 
States Mint on Production of the Precious Metals for 1906, p. 32. 
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Here the evidence points to an i- regular but in- 
creasing demand for silver for the industrial uses of 
India. The year ending March 31, 1907, i. e., the 
fiscal year corresponding most closely to the calendar 
year 1906, showed by far the largest increase, with 
the fiscal year 1908 coming second and 1906 coming 
third. The greatest increase in any year over the 
preceding year was that of 1904, and the higher level 
reached in that year was maintained through 1909. 
For the large demand during the fiscal years 1906- 
08 the cause is found primarily in the great prosper- 
ity of India at this period — a prosperity which is 
clearly evidenced bj^ India's trade statistics. ^ 

Let us now turn to the monetary demand for silver 
at this period, first considering the demand for fidu- 
ciary coins, and then that for standard coins. For 
present purposes it will be sufficient to consider the 
demand in a few of the chief countries which use 
large amounts of fiduciary silver coins. Those chosen 
are Germany, France, England, United States, and 
India. 

After the seventies, when Germany, the Latin 
Union, the Scandinavian countries, Holland, and the 
United States went over to the gold standard, the 
world's free monetary market for the white metal 
had been greatly restricted, and the large accumula- 
tions of silver dating from the period when its coinage 
was free had proved more than ample to meet the 
needs of the principal countries for subsidiary coins. 
Of the larger silver coins such as the five franc piece, 
the thaler, and the American silver dollar there was 
a superfluity. As late as 1903, writes Charles A. 
Conant, who was a member of the American Com- 
mission on International Exchange, 

■ Cf. infra, p. 231. 
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several leading countries were employing old stocks of coin for 
making their smaller silver pieces, Germany had a stock of old 
thalers which the German Commission stated exceeded the demands 
of the circulation by 100,000,000 marks. . . . France and other 
countries of the Latin Union were burdened with an accumulation 
of heavy 5 franc pieces, which ceased to be popular in circulation 
and piled up in the vaults of the national bank to the exclusion 
of gold.' 

The United States had coined an excessive amount 
of silver dollars as the result of the coinage acts of 
1878, 1890, and 1898, and large accumulations of 
silver bullion had been made as the result of the silver 
purchases under the Sherman Purchase Act (purchases 
which totaled 168,674,683 fine ounces) .^ 

These supplies, however, were not destined to last 
forever. Population was growing, trade was in- 
creasing rapidly and every year was witnessing in- 
creased demand for silver coin, more particularly 
subsidiary coin. 

Every year from 1903 to 1906 inclusive, Germany 
coined between sixty and seventy million marks of 
silver fiduciary coins, representing largely the recoinage 
of thalers. The demand for subsidiary coin, however, 
grew so rapidly that in 1907 the silver coinage was 
nearly eighty-five milUon marks, and the law of May 
19, 1908, authorized an increase of the total amount 
of imperial silver coins from 15 marks per capita to 
20 marks.' By this time it was evident that Germany 
would soon be compelled to enter the market for the 
purchase of silver for subsidiary coins; a contingency 
realized in 1908, during which year the Government 
coined over fourteen million kilograms of bar silver," 

* The Rise of Silver, in loteroation Magazine, January, 1907, p. 48. 
2 Annual Report of the Director of the Mint, 1903, p. 22. 
s Cf. Annual Report of the Director of the Mint, 1909, pp. 213-214. 
« Ibid., p. 210. 
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while during the following year its coinage of fifty- 
three million marks of silver coins was made princi- 
pally from silver bars purchased at current market 
prices.* The silver and other metallic money, aside 
from gold, held by the Reichsbank on December 31 
of each year of the period 1903-06 showed a con- 
tinual and pronounced decline.^ 

For France during the period under study the sur- 
plus silver was rapidly being depleted. The coinage 
of subsidiary coins out of metal obtained from melting 
down five franc pieces was as follows ' for the years 
1903-06: — 

1903 472,883 francs 

1904 10,000,000 " 

1905 9,410,452 " 

1906 1,908,100 " 

While the average gold holdings of the Bank of France 
increased from 2,103,100,000 francs in 1900 to 2,882,- 
200,000 in 1906, the average silver holdings declined 
from 1,134,100,000 francs for 1900 to 1,049,400,000 
francs for 1906, and the minimum annual silver re- 
serve was lower in 1906 than in any other year since 
1884.^ The pubUshed figures do not show what pro- 
portion of this silver in the Bank of France was com- 
posed of five franc pieces and what proportion of 
subsidiary silver; the fact that no five franc silver 
pieces had been coined since 1878,^ coupled with the 
large amount of recoinage of five franc silver pieces 
into subsidiary coin during the years immediately 

1 Ibid., 1910, pp. 181-182. 

2 The holdings were as follows in millions of marks: 1903, 238.5; 1904, 221.3; 
1905, 210.0; and 1906, 186.1. Cf. Administration des Monnaies et MMallles, Rap- 
port au Ministre des Finances, for 1906, p. 82; and tor 1907, p. 86. 

•' Annual Reports of the Director of the Mint, 

* Administration des Monnaies et M^dailles, Rapport, etc., 1907, p. 85. 

» Ibid., p. 56. 
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preceding 1906, make it probable that a growing pro- 
portion was composed of the more popular subsidiary 
coins. 

Turning to England, we find the following figures 
for silver bulUon purchased and silver coins issued at 
the Royal Mint: 1 — 



Calendar 
year. 


Amount paid for 

Silver Bullion 

purchased 


Nominal value of all 

Silver Coins issued 

during year. 


1903 


£49,632 


£558,247 


1904 


53,139 


605,801 


1905 


25,917 


510,491 


1906 


456,580 


1,705,070 


1907 


690,130 


2,019,828 


1908 


350,560 


816,251 



Here there will be observed a very pronounced 
increase in the purchase of silver bullion in the years 
1906 and 1907, the average purchase for these two 
years being over foiu"teen times as large as that for 
the preceding two. 

The next coimtry to be considered is the United 
States. By the act of March 3, 1903, the limitation 
which had restricted the amount of subsidiary coin 
outstanding at any time to $100,000,000 was entirely 
removed; and in 1904 the coinage of silver dollars was 
discontinued. The Director of the Mint, in his report 
for 1903,^ said there remained on hand on June 30, 1903, 
only 17,502,938 fine ounces of the silver bulUon pur- 
chased under the act of July 14, 1890, and that " the 
entire amount will be used for coinage during the 
fiscal year 1904." Before the end of 1904 the Govern- 
ment found it necessary to begin to purchase silver 
bullion for its subsidiary coinage.^ Every year since 

1 Figures compiled from the silver coinage account of the Annual Reports of the 
Deputy Master of the Mint. 

2 P. 5. 

3 Annual Report of the Director of the Mint, 1904, p. 18. 
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1903 silver bullion has been purchased (under authority 
of section 3526 Revised Statutes) for subsidiary coin- 
age, altho the amounts so purchased were unimportant 
until the fiscal year 1907, when $12,659,955 of sub- 
sidiary coins were coined from bullion purchased. 
Inasmuch as a dollar of subsidiary money contains 
about 72 per cent of an ounce of fine silver, this 
coinage for 1907 would require approximately 9,115,000 
ounces.' It will be seen therefore that silver purchases 
by the United States government were becoming an 
important factor in the silver market at about the 
time of the rise in the price of silver in 1906-07. 

The silver purchases of the Philippine Government 
during 1903-04 for the new Philippine coinage appear 
to have exercised a considerable influence upon the 
silver market, altho they did not represent a demand 
for additional silver, since the coins made therefrom 
displaced an approximately equivalent amount of 
silver in the form of Mexican dollars.^ 

The largest single factor in the increased demand 
for silver during the years 1904-07 was the monetary 
demand of India. This increased demand may be 
viewed under three aspects: (1) increased volume 
of trade, (2) increased price level, and (3) increased 
needs for silver reserves to anticipate future demands. 

The years in question were years of prosperity for 
India, as will be evidenced by the following figures ' 
for the production of Indian staples; rice, wheat, tea, 
cotton and cotton goods. 

1 The coinage of subsidiary coins from bullion purchased during the next three 
years was: 1908, $15,698,063; 1909, $9,686,810, and 1910, $4,220,731. 

2 Cf. E. W. Kemmerer, Report of the Chief of the Division of the Currency for 
the Philippine Islands, 1904, pp. 4 and 18; and for the year 1905, pp. 4, 5, 18, and 19. 

3 The figures are taken from the Annual Reports of the Indian Government on 
East India, Progress and Condition; Railways; Sanitary Measures; Sugar; Textile 
Factories; Trade. 
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Statistics Illustrative op Tbade Conditions in India, 1898-1907 

Production 



Fiscal year ending March 31. Average 
















1903 


1903 


1904 


1905 


1906 


1907 






Estimated yield of cleaned rice' (000 tons) 


22.5 


23.5 


22.0 


22.3 


22.2 


3 


Estimated wheat production (000 tons) . 


6.2 


7.8 


9.4 


7.6 


8.6 


8.5 


Estimated production of tea^ (000,000 














lbs)« 


13.7 


209.9 
16.6 


212.6 
18.0 


221.5 
19.9 


240.8 
21.1 




Cotton: Estimated acreage (000,000) . . 


22.3 


Cotton: Estimated yield in bales 














(000,000) 








3.8 


3.4 


4.9 


Cotton Goods: Estimated amount yarn 














spun (000,000 lbs.) 


493.1 


558.8 


556.2 


555.9 


655.6 


630.6 


Cotton Goods: Estimated amount cloth 














woven (000 000 lbs.) 


107. 


117.3 


131.9 


152.7 


156.6 


159.0 


Foreign Trade: ■■ 




Merchandise exports (000,000 £ ) .... 


75.5 


83.9 


99.8 


102.8 


105.5 


115.4 


Foreign Trade: 














Merchandise Imports (000,000 £) 


50.1 


.52.5 


56.5 


64.5 


68.7 


72.2 


Prices' (Atkinson Index Nos.)« 100 com- 














modities, average 1868-76= 100 


127 


119 


117 


130 


153 


162 



The period was also one of high and rising prices. 
Every one is famihar with the fact that there was a 
pronounced upward movement of prices in all gold 
standard countries during the period 1898-1907, and 
that this rise is generally attributed principally to the 
large and increasing gold production of the period. 
India like other gold standard countries experienced 
this advance. The unit of value in India is the rupee 
adjusted to a 16d. gold par, and when that gold par 
depreciated in value the world over, Indian prices 
naturally rose. The extent of this rise is shown by 
the Atkinson index numbers of Indian prices, the 
summary of which for one hundred commodities is 
given in the last column of the table. 

^ Figures cover Bengal, Madras, and 15 districts of Burma. 

2 Comparable figures not available. 

" Figures cover British India, Travancore, and Cochin. 

* Net Imports and exports by sea, exclusive of those made on government account. 

s Cf. Fred J. Atkinson, Rupee Prices in India, 1870-1908 in Journal of the Royal 
Statistical Society, vol. 72 (1909), pp. 500-501; also Prices and Wages in India (25th 
issue) compiled in the office of the Director General of Commercial Intelligence, Cal- 
cutta, 1908. 

^ Figures refer to calendar years. 
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Figures given for agricultural products and for 
textile industries (referring to quantities, not values) 
point to a substantial increase in the volume of goods 
exchanged during the period 1904-07; figures for 
prices show a very strong upward movement. A 
larger volume of goods exchanged and a substantially 
higher price level would normally * require an increase 
in the amount of money in circulation, which in India 
means primarily an increase in silver rupees. The 
actual increase in the monetary circulation of India 
(exclusive of a small amount of sovereigns) is shown 
by the following figures prepared by Mr. Fred J. 
Atkinson, Accountant-General for the United Prov- 
inces of India.' 



jnding 


March 31 


Amount of moDey in circulation 
(crores of rupees) 


1903 






175 


1904 






187 


1905 






197 


1906 






210 


1907 






234 


1908 






233 



A very substantial increase will be observed for 
every year from 1903 to 1907, an increase in four 
years of 590,000,000 rupees, or of nearly 34 per cent 
of the total circulation. This is a phenomenal increase 
for a country like India. 

In addition to the heavy purchases of silver necessi- 
tated by this large increase in the actual circula- 
tion there were substantial purchases for the purpose 
of building up an emergency reserve to anticipate 
future demands. The Indian Government found itself 
threatened with the danger of not being able to secure 

* That would be the case unless there were a great increase in the rate of monetary 
turnover, or a large development of banking facilities, etc., in India during the period — - 
contingencies which did not occur. 

' Journal of the Royal Statistical Society, vol. 72 (1909), pp. 510-511. 
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silver and to coin rupees fast enough to meet trade 
requirements. Silver had to be procured principally 
from abroad. " From the date when Government 
decides to buy silver for coinage, down to the date 
when the new rupees coined therefrom become actually 
effective for meeting the trade demand, there is an 
interval of not less than five weeks, which may easily 
be exceeded." ' To meet this situation the Govern- 
ment arranged to maintain a special Ingot Reserve 
of silver bullion in India sufficient to coin 30,000,000 
rupees, these ingots to be passed through several of 
the preliminary stages in the process of minting. The 
reserve was accumulated by November, 1905, and 
was to be used only in times of emergency. From 
the Financial Statement of the following year (1906-07)^ 
we learn that the Ingot Reserve proved of great service 
but that the demand for rupees became so large that 
the Reserve was completely exhausted by the middle 
of January, and that it was decided to raise it to an 
amount sufficient to coin 60,000,000 rupees, the coin- 
ing of which would keep the mints fully occupied for 
two months. During the fiscal year 1907-08, the 
demand for rupees continued heavy and the Ingot 
Reserve as part of the Note-Issue Reserve was dis- 
continued, and a special silver rupee reserve of 60,000,- 
000 rupees was built up out of the profits of coinage 
as a part of the Gold Reserve Fund, the name of this 
fund being changed to Gold Standard Reserve Fund, 
since it was no longer composed entirely of sterling 
securities and gold.^ The Ingot Reserve, therefore, 
and its successor, the Rupee Fund of the Gold Stand- 
ard Reserve Fund, represent for the latter years of 
this period a perpetual demand for silver, over and 

> Financial Statement of India, 1905-06, p. 18. 

2 Pp. 17-18. ' Financial Statement, 1907-08, pp. 23-26. 
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above that represented by the silver in circulation 
and in the Note Reserve, of 22,299,000 ounces of 
British standard silver (i. e., enough to coin 60,000,000 
rupees.) 

One cannot measure the influence of India's demands 
upon the silver market by the actual amounts of 
silver absorbed in the circulation and in the reserves. 
One of the most striking characteristics of the silver 
market in recent years is its extreme sensitiveness to 
all sorts of rumors. Exaggerated notions as to India's 
probable future demands for silver appear to have 
exercised a considerable influence upon the market.^ 

During the latter part of the fiscal year 1908 and for 
some time thereafter, there was great depression in 
India, and substantial reductions in the rupee circu- 
lation were required. With the interesting currency 
developments in India during the period 1908-10 
we are not here concerned. The important fact to 
be noted is that the large demand for silver coins in 
India, both actual and prospective, was one of the 
chief factors in the rise in the price of the white metal 
during the years 1904 to 1907. 

The final subject to be considered under the demand 
for silver is the demand on the part of silver standard 
countries — at this period comparatively few in 
number.^ This demand is very different from the 
demand for silver for monetary uses on the part of 
gold standard countries. In gold standard countries 
the demand for silver either as a secondary medium 

1 Cf. Financial Statement for India, 1904-05, pp. 9, 51; ibid., 1905-06, p. 17; ibid., 
1906-07, p. 16; ibid., 1907-08, pp. 22-23. 

2 During the period 1904-07, the chief silver standard countries of the world were: 
(1) China, where the silver standard is dominant in the Port Cities, and in the larger 
trade of the interior cities, but where the bulk of the transactions are in reality effected 
on a copper-bronze "cash" standard; (2) Bolivia, (3) Salvador, (4) Honduras, (5) 
Nicaragua, and (6) Persia. 
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of exchange, as in France and the United States, or 
as the chief medium of exchange as in India and the 
PhiUppines, is not a function of the value of silver.^ 
India needs no more rupees and the United States 
no more silver dollars, silver certificates, or subsidiary- 
coins, when the price of silver is 22d. an ounce than 
when it is 30d. In India and the Philippines the 
silver circulation is determined primarily by the value 
of gold, and in the United States and France by the 
convenience of the public, — not by the value of 
silver. 

When we turn to silver standard countries the situ- 
ation is reversed. The amount of silver in circulation, 
in silver standard countries considered as a whole, 
is primarily a function of the value of silver. When the 
the value of silver declines the higher price level is 
expressed through a larger circulation, and when it 

1 In so far as changes in the value of silver expressed in terms of gold (». e. , gold 
price of silver) represent alterations in the value of gold per se, it may be said that a 
rise in the price of silver means a leas valuable gold unit of value and therefore higher 
prices and vice versa; that a higher price level requires more money, other things 
equal, and that an increase in the monetary circulation involves an increase in sub- 
sidiary silver coins. It by no means follows, however, that an increase in the tota! 
circulation calls for anything like a proportionate increase in the circulation of sub- 
sidiary coins. Subsidiary silver is used for making purchases, and as till money for 
" making change." The amount required by the public is more largely a matter of 
custom and of convenience than of the price level. If the price level were doubled, 
for example, articles which were formerly 5 cents would be 10 cents, those which 
were formerly 10 cents would be 20 cents, those which were formerly 25 cents would 
be 50 cents, those which were formerly 50 cents would be $1.00. Payments made 
in exact sums (i.e., not requiring change) would require twice as much silver 
in the second and third cases, probably no silver coin at all in the fourth case, 
and probably silver in the first case instead of nickel. If the payments in each series 
were made by means of " a dollar bill '* and change called for, the lower price level 
would require $3.00 in change while the higher one but $2.10. A strong force against 
the increase of subsidiary coins is the unwillingness of people to carry much " change " 
in their pockets; on the other hand such factors as the growth of urban and interurban 
street-car traffic, of " 5 and 10 cent stores," and of odd price " bargains " favor 
an increase in the circulation of subsidiary coins. It is to such factors as these rather 
than to the higher price level of recent years that one must attribute the fact that 
from 1901 to 1909 the per capita circulation of subsidiary silver coins in the United 
States increased 43.1 per cent while the per capita circulation of all kinds of money 
increased but 24.8 per cent. 

The subject of subsidiary and minor coins represents an important tho compara- 
tively untrodden field in monetary science. 
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rises the lower price level is expressed through a smaller 
circulation. 

The price level in one silver standard country may 
of course be temporarily out of equilibrium with that 
of other silver standard countries, because of some 
sudden alteration in the demand for (or supply of) 
money in that country, as was the situation in Man- 
churia at the time of the Russo-Japanese War, when 
military operations in that country created an ex- 
ceptionally large demand for silver and drained off 
large quantities of the white metal from nearby silver 
standard countries. Such cases, however, are only 
temporary, and the resulting flow of silver is but a 
movement for the re-establishment and matritenance 
of equilibrium. The demand for silver for standard 
money by a silver standard country is for a definite 
amount only in the sense that such a country must 
have an amount of money such as to keep its price 
level in equilibrium with the price levels of other 
silver standard countries; and the demand for silver 
for silver standard money by all silver standard coun- 
tries taken together is for definite amounts only in 
the sense that the price level of silver standard coun- 
tries must be such as to keep the monetary value of 
silver in equilibrium with the merchandise value. ' 
The price level in silver standard countries is the 
principal equilibrator between the demand for silver 
and the supply of silver, and for this reason the absorp- 
tion of silver for monetary uses in such countries need 
not be studied further among the definite factors in 
the increased demand resulting in the great advance 
in the price of silver during the years 1904-07. 

Any discussion of the gold price of silver would be 

1 Cf . E. W. Kemmerer, Money and Credit Instruments in their Relation to General 
Prices, 2d ed., New York, Henry Holt, 1908, pp. 43-48. 
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incomplete that did not consider the gold side of the 
price ratio. To say that silver is 30d. an ounce is to 
express the value of gold in terms of silver as much 
as to express the value of silver in tenns of gold. A 
rise in the price of silver may be due obviously either 
to an appreciation of silver per se or to a depreciation 
of gold per se. The rise in 1904-07 was apparently 
due to a combination of these causes. During this 
period there was a strong upward movement of prices 
in all gold standard countries; and silver would natu- 
rally be expected to share in this rise in so far as the 
rise represented the depreciation of gold per se.^ 

The best method of estimating roughly the extent 
to which the rise in the price of silver was due to the 
depreciation of gold is to assume that the value of all 
other classes of commodities on the average remained 
constant during this period, and that the departure 
of gold from commodities in general was due to changes 
in the value of that metal. On the other hand, the 
extent to which silver moved away from conunodities 
in general may be interpreted as roughly measuring 
the actual rise in the value of silver. Inasmuch as 
it is world values with which we are concerned and 
not those of any particular country, a wide range of 
world prices is desirable as a basis of comparison. 
Unfortunately satisfactory price index numbers exist 
for very few countries, and the index numbers we 
possess are computed on such widely different bases 
that they are not readily comparable. Taking the 
best available, however, adjusting them all to a basis 
of the year 1900 as one hundred, and arbitrarily assign- 
ing to the general index numbers of each country the 

* This statement is subject to the qualification that the tendency of silver to rise 
in price along with other commodities might be offset In part by a lessened demand 
for silver arising from the fact that the depreciated gold would tend to be used more 
and more as a substitute for silver in monetary and merchandise uses. 
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same importance, we arrive at a series of index numbers 
of world prices. The reciprocals of these price index 
numbers would obviously be index numbers of the 
value of gold. 

Index Numbers of World Prices Showing the Fluctuations 
IN THE Value op Gold and Silver 
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1900 


100.0 


100.0 


100.0 


100.0 


100.0 


100.0 


100.0 


100.0 


100.0 


100.0 


1901 


98.2 


100.1 


93.3 


96.3 101.8 


96.8 


97.1 


97.7 


102.4 


96.2 


1902 1 102.2 


103.5 


92.0 


96.6 91.1 


98.7 


89.2 


96.2 


103.9 


85.2 


1903 


102.8 


103.6 


92.0 


98.5 91.1 


102.4 


85.6 


96.6 


103.5 


87.6 


1904 


102.3 


104.4 


93.3 


97.91 90.3 


101.3 


84.2 


96.2 


103.9 


93.3 


1905 


104.9 


107.4 


96.0 


100.1 


93.8 


102.7 


93.5 


99.8 


100.2 


98.4 


1906 


110.8 


113.4 


102.7 


104.5 


99.1 


105.9 


110.1 


106.6 


93.8 


109.3 


1907 


117.2 


122.0 


106.7 




105.3 


111.5 


116.5 


113.2' 


88.3' 


106.9 



The index figures for world prices (being a simple 
average of those for the seven countries mentioned in 
columns one to seven) are given in column eight of the 
Table. In column ten are given index numbers of 
the average annual price of British Standard Silver in 
London. 

Limiting ourselves to the period 1903-07, during 
which the rise in the price of silver occurred, the 

' Figures computed from table given by Achille Necco, in La Curva del PreiH 
delle Merci In Italia negll annl 1881-1909. Torino: Socleti Tlpografica Edltrlce 
Nazlonale, pp. 6 and 7. 

» Cf. Fred J. Atkinson, Rupee Prices in India, 1870-1908, in Journal of Royal 
Statistical Society, vol. 72 (1909), pp. 500-501. 

» Average does not Include figure for France. 
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evidence of the table is as follows. From 1902 to 1903 
the index number of the price of silver rose from 85.2 
to 87.6 or 2.8 per cent, while that for world prices rose 
from 96.2 to 96.6 or 0.4 per cent; approximately 
86 per cent of the rise in the price of silver in 
1903 may therefore be attributed to the appreciation 
of silver, and 14 per cent to the depreciation of 
gold. By a similar calculation for the other years we 
arrive at the following table, which constitutes the 
conclusion of this part of the study. 



1903 
1904 
1905 
1906 
1907 



Increase in 
Price of Silver 



Per cent 

2.8 

6.5 

5.5 

11.1 

2.21 



Increase in 
World Prices 



Per cent 

0.4 

—0.4' 

3.7 

6.8 
6.2 



Percentage of 

Increase in Price of 

Silver attributable 

to Appreciation of 

Silver 



Percentage of 

Incroaae in Price of 

.Silver attributable 

to Depreciution 

of Gold 



86 

1062 
33 
39 



.14 
.06 
.67 
.61 



II 

Influences of the Rise in the Price of Silver upon the 
Monetary Systems of Certain Countries 

The question may now be asked: What effects did 
this rise in the price of silver have upon the monetary 
systems of those gold standard countries whose silver 
coins were at a high ratio with gold ? Among these 

^ Decrease. 

- This means that the appreciation of silver accounts for the entire rise in price, 
and in addition compensates the appreciation in gold; for silver rose 6.5 per cent in 
value in terms of gold, which itself rose about 0.4 per cent. 

3 In order for the value of silver to have remained constant as regards its relation 
with commodities in general, silver would have had to rise in its gold price by 6.2 per 
cent. Its gold price actually fell 2.2 per cent, so that its value fell as regards com- 
modities 8.4 per cent. 
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countries the Philippine Islands, the Straits Settle- 
ments, Japan, and Mexico deserve attention. They 
will be considered in their order, particular attention 
being given to our own colony, the Philippines, and 
to our nearest neighbor to the south, Mexico. 



The Philippines 

By the spring of 1905 the work begun in 1903 of 
transferring the Philippine Islands from a silver stand- 
ard currency, with a circulation equivalent to about 
sixteen million dollars of United States money, to a 
gold exchange standard currency, with an entirely 
new coinage, was practically completed.* Every one 
was relieved that the reform had been so quickly and 
so successfully accomplished; and prospects were 
bright for a long period of freedom from currency 
disturbances. Just at this poiat, however, a new 
difficulty appeared from the rising price of silver. 

At the price of 29|d. per ounce for British stand- 
ard silver (and at 64| cents for fine silver in the 
United States), the newly introduced Philippine peso, 
likewise the new subsidiary coins,^ would reach their 
bullion par, and consequently be in danger of the 
melting pot. This does not mean that at these prices 
Philippine coins would have been melted and exported. 
To find the actual export point a number of other 
factors, all of them more or less variable, had to be 
taken into account, the chief of which were the fol- 
lowing: — 

1 For a full account of the Philippine Currency Reform down to the spring of 
1905, see E. W. Kemmerer, The Establishment of the Gold Exchange Standard in the 
Philippines, in Quarterly Journal of Economics, August, 1905, pp. 585-609. 

' The new silver coins were all .900 fine, the peso, or two half pesos, weighing 
416 grains, and the twenty centavo and ten centavo pieces weighing 415.5 grains to 
the peso. 
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(1) If the destination of the silver were London, 
it could not be laid down there normally in less than 
forty days from the date of shipment, while actual 
delivery could not be made for several days more 
because of the time required for smelting, refining, 
and putting into bars. If the silver were to be shipped 
to London, therefore, the determining rate would not 
be the prompt price but the price for sixty days for- 
ward delivery. If, on the other hand, it were to be 
used as bullion in Hong Kong, and did not require 
first to be shipped to London, it might bring a price 
as bullion higher than the prompt price in London 
by an amount sufficient to cover the difference between 
the expenses of shipping (inclusive of interest) from 
London to Hong Kong, and those from Manila to 
Hong Kong. Obviously the destination of the silver 
was an important point to be taken into account. 

(2) A second factor was the expense of shipping. 
Silver coins to be exported must be sorted, boxed, 
loaded, insured, shipped, and unloaded. In some 
instances brokerage commissions must be paid. The 
total expense of shipment cannot be stated exactly, 
because it varies from time to time, and because banks 
frequently have special contract rates for shipping 
treasure. One per cent was probablj^ a safe compu- 
tation at the time for such expenses on shipments to 
London, and j of one per cent on shipments to Hong 
Kong. 

(3) A third factor was exchange. If exchange on 
the place of destination were low, the exporter of silver 
would receive an additional profit; if it were high, 
his profit would be diminished. An important element 
in the quoted rate of exchange in a country so distant 
from the great financial centers of the world as the 
Philippines is the item of interest. 
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(4) A fourth factor consists of the expenses of 
smelting, refining, putting into bars, etc., which the 
writer is informed amount to upwards of two per cent. 

There were in addition numerous other factors 
which had to be taken into account, as, for example, 
the abrasion of the coins (a very small item in this 
instance), the firmness of the silver market, and the 
method of payment at the place of destination. 

Taking all of these factors into consideration, it 
seemed improbable that the shipment of Philippine 
silver coins to London as bullion would become pro- 
fitable before forward silver (sixty days) reached 
30i to SO^d. It was to be considered, however, 
that circumstances might exist such as to make shipping 
profitable even below 30d. 

There was another important phase of the problem, 
however, which does not appear to have been generally 
understood. It was the possibility that Philippine 
coins might be exported not as bullion but as money 
— a possibility which became a reality the following 
year.i 

The circulating medium of Hong Kong, Shanghai, 
Tientsin, Pekin, and many other oriental cities con- 
tained a great variety of different kinds of silver " dol- 
lars." In these cities Mexican dollars, old and new, 
British dollars, old Hong Kong dollars, and several 
kinds of more recent Chinese dollars passed current, 
usually at different rates when paid in substantial 
quantities. In Hong Kong, for example, the unit of 
account is commonly so-called " Hong Kong currency," 
that is, the bank notes of two large banking institu- 
tions. These notes are redeemable in " chopped " 
dollars which when paid in large quantities usually 
pass by weight. In Canton and other places near 

1 Infra, pp. 245. 246. 
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Hong Kong, the chopped dollar usually commands a 
slight premium in " Hong Kong currency "; the new 
Mexican dollars nearly always command a premium; 
Mexican dollars of the old die command a still larger 
premium, frequently from three to four per cent; 
Ukewise British dollars. In November, 1905, a pre- 
mium of 3i per cent was quoted in Hong Kong for 
the British dollar, and it was said that a million or 
more new Straits Settlements dollars that were ex- 
ported from Singapore before exportation was pro- 
hibited had found their way largely to Hong Kong ^ 
and there commanded the same premium as the British 
dollar to which they conformed in weight and fineness. 

With the close proximity of the Philippine Islands 
to Hong Kong, and the large Chinese population in 
the Islands, it did not seem improbable that Philip- 
pine pesos might be shipped as money to Hong Kong 
and there pass current, or at least prove acceptable 
as bank reserves. Certainly, if they would not be 
received at a premium as " clean " dollars, they would 
be readily received if they should lose their identity 
by being " chopped." ^ 

The total expense of shipping Philippine silver 
coins from Manila to Hong Kong, it was estimated, 
would not exceed \ of one per cent. Interest charges, 
and the item of exchange also, would be almost neg- 
ligible. There would, moreover, be no charges for 
melting, refining, etc. The situation may be illus- 
trated by an example. Sterling telegraphic transfers 
in Manila on November 9, 1905, were quoted at 20TVd. 

1 Cf. E. W. Kemmerer, A Gold Standard for the Straits Settlements, II, in Political 
Science Quarterly, vol. xxi, p. 664 and note 3. 

2 The " chopped " dollar in Hong Kong, as measured by sterling exchange, often 
varied several per cent on either side of the value of its silver content in London. Cf . 
E. W. Kemmerer, Second Annual Report of the Chief of the Division of the Currency 
for the Philippine Islands, pp. 23-28. 
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and in Hong Kong at 20id. One fourth of one per 
cent would have covered all charges of shipping 
Philippine coins to Hong Kong on that date. 
Therefore if Philippine pesos had commanded the 
same premium in Hong Kong that British dollars and 
Straits Settlements dollars of exactly the same weight 
and fineness are said to have commanded, i. e., 85 
per cent, there would have been a net profit on ex- 
portation of about 3 per cent, altho the exportation 
of Philippine coins to London as bullion on that 
day (the prompt price of silver was 29TVd.) would 
have involved the exporter in a loss. 

The situation in the Philippines was further com- 
plicated by the fact that the supply of pesos in the 
treasury vaults available for increasing the circulation 
was low, and there were prospects that the Govern- 
ment would soon be called upon again, under the 
principles of the gold exchange standard, to purchase 
silver bullion for further coinage. 

On November 6, 1905, the price of silver in Lon- 
don passed the 2Sd. mark (reaching 28|d.), and 
with that the Philippine Government began to con- 
sider measures to protect its currency. An act was 
passed November 17th, to take effect immediately, 
prohibiting the exportation of Philippine silver coins 
or of bullion made by melting or otherwise mutilating 
such coins. The act provided that any such silver 
coin " which is exported, or of which the exportation 
is attempted . . . shall be liable to forfeiture under 
due process of law, and one third of the sum or value 
of the bullion so forfeited shall be payable to the person 
upon whose information, given to the proper authori- 
ties, the seizure of the money or bullion so forfeited 
is made. ..." It was further enacted that the ex- 
portation or attempt to export such coin or bullion 
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shall be " a criminal offence, punishable, in addition 
to the forfeiture of said coins or bullion ... by a 
fine not to exceed ten thousand pesos, or by imprison- 
ment for a period not to exceed one year, or both, in 
the discretion of the court." This law suggests some 
of the currency laws of the seventeenth and eighteenth 
centuries in Europe which were inspired by the eco- 
nomic philosophy of the Merchantilists. Its raison 
d'etre, however, in the Philippines was far different. 
There it was looked upon merely as a temporary and 
emergency measure, and the authorities fully appre- 
ciated that if the profits realizable on illicit exporta- 
tion should become very large, no penalty however 
severe could prevent smuggling. Many thought that 
the price of silver had already reached its maximum. 
At any rate the Philippine Government would have 
to await the action of Congress for authority to recoin. 
The act prohibiting the exportation of silver coin 
and bulUon proved remarkably effective for some time, 
and not until the summer of 1906 was there any evi- 
dence that it was being evaded to any extent. On 
May 23, 1906, silver in London was quoted at 31 |d. 
or 7.3 per cent above the bullion par of the Philippine 
peso; there was then a slight reaction through August, 
but on September 24th the price reached 31|d. or 
8.5 per cent above bullion par, on October 27th 32Tir<^. 
or 11.3 per cent above bullion par, and on Novenber 
17th 33id. or 13.2 per cent above bulhon par. This 
last price represents the maximum price of silver 
from October, 1893, to the present time (October 18, 
1911). At such prices the profits realizable upon 
exportation were so large that it is not surprising that 
there was some smuggling, when one bears in mind 
the peculiar character of the Philippine " coast line," 
— a coast Une approximately as large as that of the 
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United States, — the proximity of the Phihppines to 
China, and their close trade relations with Chinese 
ports, especially Hong Kong. Notwithstanding the 
rigor of the law prohibiting the exportation of silver 
coins or bullion obtained by melting them, " and the 
extreme vigilance exercised by the Government, it is 
estimated that between P750,000 and P1,000,000 
were exported, all of it probably going to China. In 
fact the Hong Kong and Shanghai Banking Corpora- 
tion at Hong Kong is reported as having held in its 
vaults as much as P400,000 at one time." ^ 

In addition to the law prohibiting the exportation 
of silver, other temporary measures were soon taken 
to enable the Government to meet the increasing 
demand for currency without the necessity of suffering 
the losses which would result from the buying of 
silver for further coinage at prices above bullion par. 
The Government's telegraphic transfer rate for the 
sale of gold standard fund drafts in Manila on New 
York was reduced by an order of March 15, 1906, 
from 1| per cent to f of one per cent, a procedure 
of very dubious advisability under the principle of 
the gold exchange standard,^ and one which gave little, 
if any, actual relief.' United States paper money 
still circulated in the Philippines and the Government 
resorted to its more extensive use. With this object 
the sum of $1,850,000 of United States currency be- 
longing to the Philippine Government and on deposit 
in New York was ordered shipped to Manila in the 
spring of 1906.^ 

1 Report of the Insular Treasurer for 1907, in Report of the Philippine Commission, 
1907, Part III, p. 68. 

2 For an explanation of the gold exchange standard as it exists in the Philippines, 
see E. W. Kemmerer, The Establishment of the Gold Exchange Standard in the Philip- 
pines, in Quarterly Journal of Economics, August, 1905, pp. 588-592. 

3 Cf. Annual Report of the Treasurer of the Philippine Islands, 1906, p. 14. 
* Idem. 
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A measure of more permanent importance calculated 
not only to meet the demands of the time for more 
pesos without the necessity of further purchases of 
silver bullion, was the one recommended by the Philip- 
pine authorities to the United States Congress with 
reference to the silver certificate reserve. Philippine 
silver certificates were issued on the same plan as are 
silver certificates in the United States, being backed 
peso for peso by silver Coin in the silver certificate 
reserve. The plan had been adopted for the Philip- 
pines by Congress in the Philippine Coinage Act of 
March 2, 1903, and was subject to amendment only 
by Congress. In June, 1906, there was in circulation 
approximately P10,500,000 of silver certificates, repre- 
senting an equal amount of silver pesos in reserve. 
At the same time there was in the Philippine Treasury, 
as there had been for a number of years, several million 
dollars of United States gold coin, which had been 
shipped to the Philippines for purposes of United 
States army and navy disbursements, and which 
were not acceptable as a circulating medium in the 
Islands, since gold coins when paid out promptly 
disappeared into hoards or were exported. The plan 
recommended by the Philippine Govermnent and 
adopted by Congress in the act of June 23, 1906, 
was this. The Treasurer of the Philippine Islands, 
with the approval of the Governor-General, was 
granted authority to substitute for any part of the 
silver pesos thereafter deposited in the silver certificate 
reserve gold coin of the United States (which was 
unlimited legal tender in the Philippines at the rate 
of two pesos to the dollar) and to redeem the certificates 
thereafter issued in either silver pesos or gold coin 
of the United States at his option; provided that the 
amount of gold coin held in the reserve should not 
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at any time exceed sixty per cent of the certificates 
outstanding. The authority thus given was imme- 
diately utiUzed by the Philippine Government, and the 
contract upon the certificates was so altered as to make 
them payable in silver pesos or gold coin of the United 
States at the option of the Philippine Government. 

This action was difficult for many people in the 
United States to understand, since it represented 
such a reversal of our own currency experiences. Silver 
coin in the Philippines had proven too valuable because 
of the appreciation of silver and, in order to avoid 
the necessity of purchasing more silver bullion at the 
time and to prevent the silver certificates from appre- 
ciating above the standard unit of value (i. e., 12.9 
grains of gold .900 fine or the equivalent of $.50 gold), 
the certificates were made payable in the future, at 
the option of the Government, in the cheaper money, 
i. e., gold coin. 

These measures offered only a partial solution of 
the problem; most of the outstanding silver certificates 
still bore on their face a promise to pay in silver, and 
nearly two thirds of the money in circulation in the 
Islands was silver coin worth much more as bullion 
than as money if it could only be gotten out of the Philip- 
pines. Obviously a recoinage of this money into 
coins of a smaller fine silver content was imperative. 
Recoinage could be undertaken, however, only on the 
authority of the United States Congress. Such au- 
thority was sought, and Congress responded promptly 
in the act of June 23, 1906, which left the matter 
of recoinage very largely to the discretion of the Philip- 
pine Government. 

Section one of this act provided 

That, with the approval of the President of the United States, 
the Government of the PhiUppine Islands is . . . authorized . . . 
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to change the weight and fineness of the [Philippine] silver coins . . . 
and may in its discretion provide a weight and fineness propor- 
tionally less for subsidiary coins than for the standard Philippine 
pesos, and may also . . . recoin any of the existing coins of the 
Philippine Islands at the new weight and fineness when such coins 
are received into the Treasury or into the gold-standard fund of 
the Philippine Islands: Provided, that the weight and fineness 
of the silver peso to be coined . . . shall not be reduced below 
seven hundred parts of pure silver to three hundred parts of alloy. 

Congress, accordingly, placed no restriction upon the 
weight of the new coins and practically none upon the 
fineness, since no one thought of adopting a fineness 
lower than .700 for any of the silver coins. 

The problem of deciding to what extent and in what 
manner the fine silver content of the coins should be 
reduced was not an easy one. Certain technical 
requirements of coinage obviously must be met, so 
that the coins would be satisfactory in wearing qualities 
and in appearance. In addition the new coins must 
meet three important conditions: (1) They must be 
reduced in fine silver content sufficiently to remove 
the danger of their being driven to the melting pot. 
But how could this be done unless one could foresee 
the future price of silver ? When Congress passed the 
Philippine Coinage Act, March 2, 1903, it allowed a 
margin of 32.4 per cent,' which was believed by nearly 
every one to be ample. That margin had now been 
used up and 13 per cent more,^ by the advance 
in silver. Some persons well informed with regard 
to the silver market were predicting a continued rise 
in silver until the time honored ratio of 15§ to one 
should again be realized. Clearly the history of the 
price of silver during the immediately preceding years 

1 This figure is derived by comparing the bullion par of the peso, 29 }d. per 
ounce, with the average price of silver for February, 1903, of 223\-d. 

2 Cf. supra, p. 218. This percentage is computed from the maximum price of silver 
In 1906, i. e., 33Jd. on November 17th. 
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did not justify much confidence in prophesies concern- 
ing its future. (2) The second condition was that the 
coins should not be so reduced in weight as to unduly 
encourage counterfeiting. In the orient, where labor 
is cheap, where the natives are noted for their mechani- 
cal skill (as in the Philippines), and where the machinery 
for preventing counterfeiting is not so efficient as in 
Europe and America, the danger of counterfeiting 
is a real one, and is materially increased when there 
is a wide margin between the bullion value of coins 
and their money value.' (3) The other condition 
was that the coins should not be reduced so much 
in weight as to endanger their acceptability by the 
people as equivalent to the existing larger weight 
coins. The natives would naturally be suspicious 
of any reduction in the size of the coins so soon after 
the existing Philippine coins had been put into circu- 
lation at a premium over the silver standard coins 
with which they had been long familiar. It is true 
they were accustomed to monetary changes ^ and to 
light weight silver coins circulating at a par with 
heavier coins.' Unfortunately, however, many of 
them were suspicious of the American Government, 
and there were not wanting many people, especially 
Chinese money changers, who would gladly exploit 
their ignorance and distrust. 

After weighing these various factors it was decided 
that the wisest plan, in spite of the risk of experiencing 

• United States silver dollars were extensively counterfeited in the Philippines 
during the early years of the American occupation. Recently the development of an 
efficient police service in the Philippines has greatly reduced the danger of counter- 
feiting. 

2 For a compilation of laws and executive orders with reference to currency matters 
in the Philippines for the period 1561-1893, see D. F. Aguilar y Biosco, Leglslacion 
sobre Moneda Filipina, Manila, Tipografia " Amigos del Pais," 1893. 

3 First Annual Report of the Chief of the Division of the Currency for the Philip- 
pine Islands, 1904, pp. 11-16. 
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some temporary difficulties in putting the new coins 
into circulation, was to make a very substantial reduc- 
tion in both the weight and fineness of all the silver 
coins. The gross weight of the peso was accordingly 
reduced from four hundred and sixteen grains to 
twenty grams (i. e., approximately three hundred 
and nine grains), and the fineness from .900 to .800, 
thus reducing the fine silver content of the peso 
by 34 per cent, and changing the ratio with gold 
from 32.25 to 1, to 21.3 to 1. With this ratio the 
new peso will not be in danger of the melting pot 
until silver reaches approximately 44|d., and before 
that time both the Indian rupee (with its ratio to 
gold of 21.9 to 1) and the new Japanese silver 
coins ' (with their ratio of 21.6 to 1) would have 
passed the bullion point. The Philippine peso in the 
future, therefore, is well protected by the large silver 
circulation of these two countries. 

The recoinage law made the silver subsidiary coins 
exactly proportionate in weight to the peso, but re- 
duced their fineness from .900 to .750. Having a 
larger percentage of alloy than the peso, the new sub- 
sidiary coins will not reach their bullion par until the 
price of silver rises to 472^. (giving a ratio with 
gold of 19.9 to 1). Long after the peso would go 
to the melting pot, the subsidiary coins would remain 
in circulation; and to orientals the half peso is usually 
as acceptable a medium of exchange as the peso. In 
Spanish times the half peso was unlimited legal tender. 

Shipments of the old coins to the United States 
mints for recoinage began December 15, 1906,^ and 
have continued from time to time ever since. By the 

• Infra, p. 263. 

2 Report of the Treasurer of the Philippine Islands, 1907, in Report of Philippine 
Commission, 1907, Part III, p. 68. 
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end of the fiscal year 1910, P28,850,373 out of a 
total of P32,779,282 had been returned to the mint for 
recoinage.i Of the less than four million remaining 
it is estimated that about a million have been smuggled 
out of the country. 

The first consignment of the new coins arrived in 
Manila on May 4, 1907, and the operation of placing 
the new money in circulation was commenced im- 
mediately. A provision in the Philippine recoinage 
act of December 6, 1906, required, for the purpose of 
expediting the ready circulation of the new coins, 
that the Treasurer should prepare an explanatory 
circular which should be translated into the various 
languages and dialects of the Philippines and should be 
distributed throughout the Islands. This circular 
should " explain the reason for the recoinage " and 
should " inform the public that the new coins will be 
received in payment of all taxes and Government 
dues, and will be legal tender for private debts as the 
equivalent of the old coins ; that they will be receivable 
in Manila for the purchase of gold drafts on the same 
terms as the old coins, and that they may be exchanged 
on demand at the Insular Treasury in Manila and at 
various provincial treasuries throughout the Islands 
for silver certificates, and if desired for nickel and 
copper coins." Such a circular was prepared and 
translated into Spanish, Chinese, and eleven native 
dialects and distributed throughout the country. 
" In addition all provincial treasuries were directed 
to carry on a general campaign of education in order 
that . . . [the people] might become thoroughly ac- 
quainted with the new currency and the reasons for 
the change in its weight and fineness." * 

' Report of the Treasurer of the Philippine Islands, 1910, p. 32. 

s Report of the Treasurer of the Philippine Islands, 1907, p. 68. Op. olt. 
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At first, as was anticipated, there was some discrimi- 
nation against the new coins, particularly in the 
interior of the country. From some sections reports 
were received that Chinese traders would not receive 
the new coins in business transactions except at a 
discount varying from 20 to 40 per cent, and that 
they were offering as high 5 per cent premium in 
the new coin for the old. The educational campaign, 
however, carried on by the Government and by the 
banks, coupled with the fact that the new silver coins 
were readily interchangeable at government treasuries 
throughout the Islands for silver certificates and nickel 
and copper coins, with which the people were familiar, 
soon broke down all discrimination, and by October 
15, 1907, the new coin was " accepted without question 
in every part of the Islands, and no reports or com- 
plaints have been received for the past two months 
as to discounting, and so far as can be ascertained no 
premium is now paid for the old coin." ' 

Incidental to the work of improving the Philippine 
coinage system by the recoinage, the Government 
realized a very substantial profit upon the operation. 
The new pesos contain but 66 per cent as much 
pure silver as the old, and the new subsidiary silver 
coins but 62 per cent. If all the old coins were 
recoined into coins of the same denominations, there 
would result a gross profit of about P17,450,000; 
provided of course there were need of the additional 
coins for monetary purposes, as appears to have been 
the case.^ If one assumes that P2,000,000 of the 
old coins will not appear for recoinage, and that all 
the expenses incident to the withdrawal of the old 

• Ibid., pp. 68-69. 

2 The amount of Philippine currency in circulation in the Islands increased from 
P30,030,411, June 30, 1906, to P 48,754,697, June 30, 1910. Annual Report of the 
Treasurer of the Philippine Islands, 1910, p. 36. 
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money from circulation and its recoinage amount to 
8 per cent — a very liberal allowance — he arrives 
at P12,500,000 as the approximate net profits of 
recoinage. This sum in itself is sufficient to pro- 
vide a gold reserve of about 25 per cent for the 
entire Philippine circulation — a reserve adequate 
for all probable demands. 

The Straits Settlements 

Contemporaneous with the work of establishing the 
gold exchange standard in the Philippines, a currency 
reform looking toward the gold standard was being 
effected in the neighboring British Colony of the Straits 
Settlements. This currency reform from the beginning, 
however, unlike that of the Philippines, was greatly 
influenced by the silver market. The history of this 
reform down to the summer of 1906 has been given 
elsewhere,' and only a very brief sununary will be 
required here. 

The plan of reform adopted in the spring of 1903 
" provided for the recoinage of the British and Mexican 
dollars then circulating in the Malay peninsula into 
new Straits dollars of the same weight and fineness 
as the British dollar {i. e., four hundred and sixteen 
grains .900 fine), and for the subsequent raising of 
the value of these new dollars to an unannounced 
gold par by means of limiting the supply, in accordance 
with the principle by which India raised the gold 
value of the rupee." ^ 

The reason for not announcing in advance the gold 
par to be adopted was the strong upward tendency 

» E. W. Kemmerer, A Gold Standard for the Straits Settlements, I and H, in 
Political Science Quarterly, xix (1904), pp. 636-649; xxi (1906), pp. 663-698. 

' Ibid., II, p. 663. 
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in the price of silver. The British authorities feared 
that if the gold par should be announced in advance, 
further rises in the price of silver might carry the 
dollar above the bullion par and necessitate either 
an entire recoinage or the adoption of a new gold par. 
It was decided, therefore, to adopt a permanent weight 
and fineness for the dollar, and to adjust the gold par 
of exchange, i. e., unit of value, in accordance with 
the demands of the price of silver." The great advance 
in silver in 1904 and 1905 soon made it evident that 
a two shillings par which had generally been expected, 
and which it is now known the Government had con- 
templated, would be out of the question, and that 
a substantially higher par must be adopted. This 
situation naturally led to a great amount of speculation 
for a rise in exchange. One large foreign banking 
house undertook to corner the supply of dollars, which 
was absolutely limited, and to a considerable extent 
succeeded, realizing great profits upon its speculations. 

The excitement of the money market became so 
intense by the latter part of January, 1906, that the 
Government was forced to reUeve the situation by 
declaring the gold par earlier than it had intended; 
and on January 29th a gold par of 2Sd. was announced. 
At this rate the Currency Commissioners were au- 
thorized to issue government notes in exchange for 
gold received by them at Singapore. Since then 
Singapore exchange has always stood in the neighbor- 
hood of 28d.2 

The new Straits dollar at a gold value of 28d. had a 
bullion par of SSyVd. On January 29, 1906, when 

1 For a criticism of the plan of considering the weight and fineness of the dollar 
the unalterable thing, and the unit of value the alterable one, instead of the reverse, 
ci. lbid.,n, pp. 683,ff. 

2 Cf. Fraser and Company's Exchange Circulars (published at approximately 
weekly intervals and bound Into annual volumes), Singapore, 1906-10. 
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the 28d. gold par was announced, the London price 
of prompt silver was SOAd., thus giving the dollar 
a margin above bullion par of about ten per cent. 
By October, 1906, however, silver reached 32TVd., 
which was within two per cent of bullion par,i and 
the new coins were therefore facing the danger of 
the melting pot. Something had to be done promptly 
to protect them. The Government might have met 
the difficulty by still further raising the gold par; 
since in fixing the 2Sd. par it had expressly reserved 
the right to raise the gold par still higher if future 
advances in the price of silver should make such a 
course desirable. Previous experiences in raising the 
value of the dollar, however, had been too unfortunate 
to justify a continuation of this policy. The Govern- 
ment accordingly adopted a different and wiser course. 

Let us first consider secondary measures for meeting 
the situation, and then the principal one, i. e., re- 
coinage. 

The first step, which was taken as early as February 
13, 1906, was to again put into operation the order 
of October 2, 1903, prohibiting the exportation of the 
new dollars.^ Such a measure in an entrepot of foreign 
trade like the Straits Settlements, with a small customs 
service, would be very difficult to enforce if the silver 
value of the dollar should rise appreciably above 
bulUon par, and was consequently not reUed upon as 
an important factor in the solution of the problem. 

The second step was to extend to other money the 
quaUty of unlimited legal tender. British sovereigns 

1 The Acting Treasurer estimated that the melting and shipping point was I^q 
per cent above the bullion par; this he considered sufficient to cover " cost of trans- 
port (freight and Insurance) to the purchaser, interest, and the cost of melting and 
refining to standard bars." Straits Settlements Financial Report and Statements 
for the year 1906, pp. 10-11. 

! Cf. E. W. Kemmerer, A Gold Standard for the Straits Settlements, II, p. 664 
and note 3. Op. cit. 
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were made unlimited legal tender i and payable in 
the redemption of government notes at the rate of 
2Sd. to the dollar after November 23, 1906. This 
action was taken " mainly with the object of enabling 
the Currency Conmiissioners to prevent any drain 
on the silver reserve, of which the greater part was 
being remitted to England for recoinage." ^ Fifty 
cent pieces were made unlimited legal tender, instead 
of legal tender only to the amount of two dollars as 
formerly.' Being unlimited legal tender they might 
be paid out by the Government in redemption of its 
currency notes.* It has been observed that the fifty 
cent piece is a very popular coin in oriental countries. 
It has a gold value nearer to the standard monetary 
unit of most European countries than the dollar, and 
is better adapted to the needs of poor countries than 
the more customary oriental unit of about twice its 
value. Inasmuch as two fifty cent pieces contained 
about IO5 per cent less pure silver* than the dollar, 
they would circulate until silver rose proportionately 
above the melting point of the dollar. Further, 
currency notes of the denomination of one dollar were 
printed and put into circulation. They were made 
unlimited legal tender, and proved very popular.* 

1 Cf. Order of King in Council dated October 22, 1906, and order of Governor- 
General of the Straits Settlements dated November 20, 1906. Thirty-seventh Annual 
Report of the Deputy Master and Comptroller of the Mint, 1906, pp. 104-105. 

2 Straits Settlements Annual Report, 1906, p. 6. 

3 An order to this effect was issued by the Governor-General November 23, 1906, 
under authority of an Order of King in Council dated October 22, 1906. 

* Ordinance xxvi of 1906. amending sec. 4, par. 3, of " The Currency Note 
Ordinance, 1899." 

^ They contained 419 grains of silver .800 fine to the dollar. 

' Straits Settlements Annual Report, 1906, p. 6. 
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Recoinage 

The fourth and most unportant step was that of 
recoinage. A reduction in the bullion value of the 
coins could obviously be brought about by (1) a reduc- 
tion in fineness of the coins, leaving the weight and 
size unchanged, (2) a reduction in the weight, leaving 
the fineness unchanged, or (3) a reduction in both 
weight and fineness — the plan adopted by the Philip- 
pines. One of the chief advantages of the first plan 
was the fact that the size of the coins would be un- 
changed and the appearance only slightly altered 
and, as a consequence, the difficulty of bringing the 
new coins into ready acceptability by the public 
would be minimized. Against this plan was the obvious 
objection that a reduction in fineness from .900 to 
.800 reduced the bullion value of the coins by only 
11.1 per cent, and afforded too small a margin of 
safety in view of the condition and prospects of the 
silver market. A reduction in the fineness of the dollar 
much below .800 was metaUurgically undesirable. 
The second and third plan made possible a sufficient 
reduction in the bullion value of the coins to provide 
any margin of safety desired, but only at the expense 
of endangering the acceptability of the coins. 

It appears that the Government wavered between 
the first and second plans. In October, 1906, it decided 
merely to reduce the fineness of the doUar from .900 
to .800, leaving the weight unchanged. ' For some 
reason, probably the great advance in the price of silver 
in October and November of 1906, the Government 
changed its plan and decided upon a 25 per cent 

» An order of the King In Council dated October 22, 1906, provided that .800 should 
be substituted for .900 as the fineness of the dollars coined after such date as may be 
fixed by the Governor. 
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reduction in the weight of the dollar, leaving the 
fineness unchanged; and a 251 per cent reduction in 
the weight of the fifty cent piece, raising the fineness 
from .800 to .900.i An order of the King in Council, 
dated February 11, 1907,* authorized the Governor 
to fix by proclamation the weight of the new dollar 
at three hundred and twelve grains .900 fine, and that 
of the fifty cent piece at one hundred and fifty-six 
grains .900 fine.' On March 4, 1907, Governor Ander- 
son issued two proclamations ^ providing that the 
authorized changes in the dollar and the fifty cent 
piece should go into effect at once. These changes 
raised the bullion par of the dollar from a London 
price of silver of 33^^- to one of 44 Jd. and that 
of the half dollar from Zli^d. to 44Jd. The new 
bullion par gives a gold ratio of 21.3 to 1, the same 
as that of the recoined Philippine peso, a ratio lower 
than that of either India or Japan. 

As soon as the recoinage ordinance was issued, 
measures were taken for beginning the work. Large 
quantities of coin on hand in the currency note reserve 
were shipped at once for recoinage, and other coins 
were shipped as rapidly as they could be conveniently 
withdrawn from circulation, the note reserve being 
used as a continuing fund to facilitate the operation. 
During the fiscal year 1907, $10,767,500 of the new 

1 '* Both the Chinese Advisory Board and the Chinese Chambers of Commerce 
were strongly against any reduction in the fineness of the dollar. . . ." Straits Settle- 
ments Financial Report and Statements for the year 1906, p. 12. 

3 Cf . Thirty-seventh Annual Report of the Deputy Master and Comptroller of the 
Mint, 1906, pp. 106-108. 

3 This order in council also declared that "... the Governor of the Colony may 
at any time, with the approval of the Treasury and a Secretary of State, issue a proc- 
lamation fixing for the subsidiary coins below the denomination of fifty-cents . • . 
a new standard of weight or millesimal fineness or both. . . ." Ibid., pp. 106—107. 

* These are given in Report of the Director of the United States MiDt, 1907, 
pp. 197-199. 
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coins were received. " They were not very popular 
at first and at the end of the year, $5,150,000 of them 
were remaining in the hands of the Currency Commis- 
sioners. . . . One dollar notes are to some extent 
taking the place of the dollar." ^ 

By the end of the year 1909, the recoinage of dollars 
was completed, the total amount received being 
$19,006,872, "showing a surplus of. $4,751,898 over 
the amount sent for reminting," ^ and yielding a gross 
profit of 33| per cent. The increased supply of 
coins which would have resulted from the recoinage 
of all the old dollars would have been much larger 
than the needs of the country; and accordingly 
$3,000,000 were sold as bullion in 1907 (in addition to 
$1,000,000 of surplus subsidiary silver including- $106,- 
000 in fifty cent pieces) .^ and $12,778,213 in 1910. 
From the 1910 sales $9,363,070 was realized, showing 
a loss from face value of about 27 per cent. 
The net profits upon the recoinage have been turned 
into the Gold Standard Reserve Fund (created by 
sec. 73 of Ordinance I of 1906) and the Straits have 
definitely adopted the gold exchange standard, selling 
sterling exchange on demand in Singapore on London 
and dollar exchange in London upon Singapore.* 

The developments which led the British authorities 
to adopt the gold exchange standard for the Straits 
Settlements after having been opposed to it at first,* 
and the mechanism of the gold exchange standard 

1 straits Settlements Financial Report and Statements for the year 1907, p. 7. 

' Ibid., 1909, p. 6. 3 Ibid., 1907, p. 8. 

' Cf. Currency Note Ordinance (xxvii of 1908) Amendment Sees. 10-12. Ex- 
change operations for maintaining the gold parity of the currency were begun by the 
Government as early as 1906. Straits Settlements Financial Report and Statements 
for the year 1906, p. 10. 

* In 1906 the writer criticised the British authorities for refusing to adopt the 
gold exchange standard in the Straits Settlements. Cf. A Gold Standard for the 
Straits Settlements, II, pp. 678-681. 
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as adopted, offer material for an interesting chapter 
in monetary history. Such a chapter, however, does 
not fall within the province of this paper. It will 
suffice to observe that the 1906-07 rise in the price of 
silver which resulted in the recoinage of Straits dollars 
and made possible the accumulation of a substantial 
gold reserve, was to a considerable degree responsible 
for the effective inauguration of the gold exchange 
standard. 

Japan 

Japan, unlike the other countries being studied, 
had completed her currency reform some years before, 
having been upon a gold standard since 1897.^ As 
in these other countries, however, the ratio of silver 
coins with gold in Japan was high. The only silver 
coins authorized by the gold standard act of 1897 
were the pieces of fifty sen, twenty sen, and ten sen, 
containing 332.76 grains of pure silver to the yen, 
and being .800 fine. Inasmuch as the new unit of 
value was the gold yen^ containing 11.574 grains of 
pure gold (representing approximately the value of the 
silver standard yen at that time in circulation) the 
legal ratio of gold to silver was 28.76 to 1, and 
the bullion par of the silver coins was approximately 
32x1^. per ounce for British standard silver. For 
March, 1897, the month in which the Japanese gold 
standard act was passed, the average price of silver 
was 29d., and the tendency was strongly downward. 
Under these circumstances the margin of 11.3 per 
cent in March, 1897, seemed a safe one. 

* An historical sketch of Japanese currency wlU be found in the Report on the 
Adoption of the Gold Standard in Japan. By Count Matsukata Masayoshi, Toklo, 
1899, eh. 1-iv. 

2 The only gold coins actually coined under the new law were coins of twenty, 
ten, and five yen. 
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At the date of the passage of the gold standard act 
" the scarcity of subsidiary money was being felt 
everywhere." ' This fact, coupled with (1) the de- 
mands of a rapidly growing trade, (2) the provision 
of law for the withdrawal from circulation of the 
66,000,000 of one yen convertible notes of the Bank 
of Japan, (3) and the withdrawal of the 39,320,000 
yen (estimated) of one yen silver pieces, resulted 
in a very large coinage of silver subsidiary money 
during the period 1897-1905, — a coinage amounting 
in all to over 51,000,000 yen.^ In 1905, there were 
in circulation in the form of subsidiary silver pieces 
over 82,000,000 yen.' 

Japan was one of the first countries to recoin her 
silver money in response to the rise in the price of 
silver. The " high " price of silver for February, 
1906, gave Japanese silver coins a margin of only 
about six per cent below bullion par. To Japan the 
situation was especially serious because silver coins 
represented such an important part of the country's 
circulating medium, and because all silver coins (ex- 
cept the five sen piece of the old coinage) were of 
proportionate weights and the same fineness, so that 
pieces of fifty, twenty, and ten sen would all go to the 
melting pot at about * the same time. 

A recoinage law was passed April 6, 1906, to take 
effect June 1st. It reduced the fine silver content 
of the fifty sen, twenty sen, and ten sen ^ pieces from 

1 Matsukata Masayoshi, Report on the Adoption of the Gold Standard in Japan, 
p. 230. Op. cit. 

s Seventh Financial and Economic Annual of Japan, 1907, p. 145. 

' Ibid., p. 144. 

* The degree of abrasion would obviously be different for different denominations. 
Inasmuch as the smaller coins offer a greater surface in proportion to their bulk than 
the larger ones, and are also liable to receive harder usage. 

* The fineness of the fifty sen and twenty sen pieces was continued at .800; that 
of the ten sen piece was reduced to .720 to avoid unduly reducing the size of the coin. 
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332.75 grains (to the yen) to 250 grains, a reduction 
of 25 per cent. By this change the bullion par was 
raised from 32ftd. per ounce to 4Sild., and the ratio 
with gold reduced from 28.75 to 1 to 21.6 to 1. 
This places the Japanese ratio also below that of 
India, which is 21.9 to 1. Recoinage of the fifty sen 
and twenty sen pieces was begun promptly, and over 
12,000,000 yen in coins of these denominations were 
minted during the fiscal year ending March 31, 1907. 
A reduction of 25 per cent in the fine silver con- 
tent of the 82,000,000 yen of subsidiary coins in 
circulation in 1906 would mean a very substantial 
profit to the Government, even after due allowance is 
made for all expenses incident to the recoinage. More 
recent figures upon the recoinage are not yet available. 

Mexico 

The last country to be considered is Mexico. While 
our southern neighbor was on the silver standard a 
pronounced rise in the gold price of silver was fre- 
quently a signal for hard times because of the depressing 
influence of a rise in the gold exchanges upon Mexico's 
export trade. The great rise in the price of silver 
during the period 1905-07, however, proved a boon 
to Mexico. It raised her quickly from a silver standard 
to a gold standard with an abundance of gold; enabling 
her to escape the long and painful process by which 
India raised the gold value of the rupee; it brought 
exceptional prosperity to the class which it was feared 
would suffer most from the closing of the mints to the 
free coinage of silver, i. e., those engaged in the produc- 
tion of silver; it gave Mexico a substantial gold reserve; 
and finally, as the Mexican economist. Professor 
Enrique Martinez Sobral, has said, it enabled Mexico 
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to effect its monetary reform, in large part at least, 
at the expense of foreign countries.' 

After a thoro study of the subject of monetary 
reform in Mexico and a masterly report ^ by the Mexi- 
can Monetary Commission in 1903, a plan for placing 
Mexico upon the gold standard was adopted in the 
decree of March 25, 1905, issued under authority of 
the enabling act of December 9, 1904.' 

The plan (which was somewhat similar to that 
adopted by India in 1893) called for the raising of the 
dollar, by " relative contraction " of the currency, 
to the value of seventy-five centigrams of pure gold 
(the equivalent of 49.8 cents United States money) 
and for the ultimate maintenance of a fixed par with 
gold by means of the gold exchange standard. The 
existing Mexican dollar was to be continued in circula- 
tion as unlimited legal tender money, but its free coinage 
for circulation in Mexico was to be discontinued. 
Upon this basis the ratio with gold would be 32.58 
to 1. The existing subsidiary coins, which had been 
of the same fineness as the Mexican dollar and of 
proportionate weights, were to be withdrawn from 
circulation and for them was to be substituted new 
subsidiary coins of lighter weights (twenty-five grams 
to the dollar) and of lower fineness (.800 fine instead 

1 Enrique Martinez Sobral, La Refonna Monetaria, 2d ed. Mexico; Tipografia 
de la Oficina Impresora de Estampillas, 1910, p. 196. 

* The entire report, which is in Spanish, is published in six quarto volumes. It 
is a mine of information upon monetary subjects not only for Mexico but for other 
countries. 

The Commission's final recommendations and reports, an explanatory statement 
by the Minister of Finance, and a bill sent to the Mexican Congress, are published 
in English in the Report of the Commission on International Exchange, on Gold 
Standard in International Trade, 1904, pp. 334-450. 

« The laws and decrees relative to the reform down to July 10, 190G, are published 
in a public document entitled Leyes y Disposiciones relativas a la Reforma Monetaria, 
Mexico, 1906. 
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of .9027).! This reduction of the fine silver content of 
subsidiary coins to 18.2 per cent less than that of the 
dollar — a reduction made primarily to prevent the 
coins from being exported ^ — later proved to be a 
measure of great importance in carrying out the cur- 
rency reform.' 

The Mexican currency reform was inaugurated later 
than those of the Philippines and the Straits Settle- 
ments, and the uncertainty of the silver market seems 
to have been more fully appreciated by the Mexican 
Government than by the others. Frequent references 
are found in the Monetary Commission's Report to 
the danger that silver may rise to such an extent as 
to put the silver coins in danger of exportation or of 
the melting pot, and a plan of action was early decided 
upon to meet such a contingency. With reference 
to the question as to what ratio between gold and 
silver should be adopted for Mexico's new currency, 
the Commission said in its final report : ^ 

The fourth sub-committee, taking as a base the average gold 
price of the white metal from 1893 to 1902, has urged, with abun- 
dance of sound reasons, the expedience of adopting a ratio that 
shall not be less than 1 to 36 nor more than 1 to 32. This view 
was combatted by no one except Mr. Jose de Landero y Cos, 
who expressed the belief that even the latter of the two ratios 
did not leave a sufficient margin to insure the maintenance of the 
new coin at a higher value than its mere bullion value, because 
the rise of silver during the closing months of the present year, 
a rise characterized by unaccustomed firmness, showed indications 
not only of being sustained, but even of being accentuated, until 

1 Act of March 25, 1905, ch. 1, art. 5. Ibid., pp. 45-46. 

2 Cf . Report of Joaquin D. Casasius and M. Fernandez Leal to fifth sub-committee 
of the Mexican Monetary Commission; also the recommendations of the Commission 
Itself upon this subject, Comlsion Monetaria, Actas de las Juntas Generales y Docu- 
mentos a ellas Anexos, Mexico, 1904, pp. 163-200. 

s Intra, p. 267. 

* Quoted from English translation in Report of Commission on International 
Exchange, on Gold Standard in International Trade, 1904, p. 410. 
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the relationship between gold and silver should approach, or per- 
haps even attain, the ratio of 1 to 32. . . . Considering . . . 
that the enhanced value ascribed to the new coin ought not 
greatly to exceed the bullion value of that coin, based on the 
average of the last ten years, ... we resolved to adopt the for- 
mula ... by virtue of which the gold value of the new dollar 
will be fixed on the basis of the average gold price of the Mexican 
dollar in the last ten years plus an addition not to exceed ten per 
cent. 

Referring to the question as to what ought to be 
done in case, subsequently to the adoption of the 
monetary reform, the gold price of silver were to rise 
to a point at which the bullion value of the new dollar 
should become equal to, or even exceed, legal parity, 
the Commission said : ' 

Such a contingency cannot be regarded as impossible if one con- 
siders the surprises which the constant fluctuations of silver have 
had in store even for the most farseeing and well informed per- 
sons. To meet such a contingency there would only be two courses: 
Either to alter . . . the legal parity adopted when the reform 
was enacted, or to go, fully and openly, on the gold basis with gold 
in circulation; and inasmuch as the drawbacks and disastrous 
consequences of the former course were obvious, the latter was 
adopted without hesitation or difference of opinion, and in con- 
sequence was embodied in the twelfth base of the plan of reform. 

This base recommends that under such a contingency 
steps should be immediately taken " to demonetize 
the silver dollar and to introduce the gold standard, 
with free coinage and use of the yellow metal as a 
medium of circulation." ^ 

About eleven months later Finance Minister Limati- 
tour in submitting to Congress the draft of a bill for 
stabilizing the gold value of the Mexican dollar said: ' 

For months past the exchange value of our dollar on New York 
has been 46 cents to 47 cents gold, in spite of the fact that 
the price of silver in bars has been relatively lower. As, however, 

' Ibid., p. 417. 2 Ibid., p. 422. ' Ibid., p. 443. 
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the tendency of the white metal does not afford any prospect 
of considerable improvement (for neither is production likely to 
be curtailed nor the demand suddenly to increase to any extent) 
it would seem, as far as foresight can go in these difficult and 
obscure problems, that the margin between the commercial value 
of the metal contained in the dollar and the gold value which 
it is intended to give to our monetary unit, is sufficiently broad 
to dispel any fear, at any rate for some time to come, of the serious 
inconvenience that would be occasioned by the rise in the price 
of silver above legal parity, and yet is not so broad as to inspire 
doubt as to the ability of the silver dollar to attain parity with 
gold without serious difficulty by the poUcy of relative contraction 
of the currency. 

As a special precaution, however, the bill proposed 
by the Finance Minister, and which later became 
law,i gave the Executive authority " to permit the 
legal circulation, for a limited period, of the gold coin 
of other nations " and to fix their value in terms of 
Mexican coin, in case the price of silver in London 
should go above 281^. per ounce — the legal parity 
was 28tI- It also gave the Executive power " to 
modify civil and mercantile legislation in all matters 
connected with prestations and payments of money." 

How incorrect the prophesies of Finance Minister 
Limantour were will be seen from the figures with 
reference to silver on the following page. 

As early as August, 1905, silver reached a point 
within 0.6 per cent of bullion par; on October 21st 
it reached bullion par, and for the month of November 
it averaged 1.9 per cent above bullion par, reaching 
in that month a maximum of 4.8 per cent above. 
For every month during 1906 and every month during 
1907 down to October the price of silver averaged 
well above bullion par, the average margin reaching 
13 per cent for November, 1906, and the maximum 
margin reaching 14.5 per cent for the same month. 

' Law of December 9, 1904. Leycs y Disposiciones, etc., pp. 39^1. Op. cit. 
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Percentage Margin of Highest and Average Price op Silver 
IN London Above (or Below) Bullion Par of Mexican 
Dollar 





1905 


1905 


1906 


1906 


1907 


1907 


Month 


Highest 


Average 


Highest 


Average 


Highest 


Average 


January . . . . 


1.9* 


3.4* 


4.6 


4.1 


12.2 


9.9 


February . . . 


2.1* 


3.0* 


6.5 


5.3 


11.1 


10.1 


March . . . . 


4.2* 


7.4* 


5.2 


3.3 


10.9 


8.2 


April 


7.9* 


9.6* 


5.7 


3.6 


5.5 


4.7 


May . . . . 


5.6* 


7.8* 


8.5 


7.1 


7.6 


5.4 


June 


6.2* 


6.9* 


7.6 


4.5 


7.4 


6.8 


July 


5.6* 


6.2* 


5.2 


4.2 


10.4 


8.5 


August . . . . 


0.6* 


3.2* 


7.0 


5.5 


11.5 


9.5 


September . . 


0.6* 


1.4* 


9.8 


8.9 


9.1 


8.1 


October . . . 


0.0 


1.0* 


12.6 


11.2 


6.8 


0.2* 


November . . . 


4.8 


1.9 


14.5 


13.0 


3.0* 


6.1* 


December . . . 


4.8 


3.7 


12.0 


10.7 


7.5* 


9.4* 


Year 


4.8 


3.8* 


14.5 


6.8 


12.2 


4.9 



* Below. 

With the high profits reaUzable from exporting 
the dollar which such figures suggest, one would expect 
bullion dealers everywhere to collect dollars and to 
export them in large quantities. To prevent this, 
the Commission on Exchange and Money ' (Comision 
de Cambios y Moneda) wisely undertook to keep in 
its own control the matter of exporting dollars. Its 
problem and how it was solved may best be told in 
the words of its own admirable report : ^ 

1 This is an honorary commission consisting of ten men including the Secretary of 
the Treasury. It was created by the act of April 3, 1905, and given wide powers with 
reference to the administration of currency matters. Among its principal duties was 
the administration of the " Regulator Fund " (Fondo Regulador de la Circulation 
Monetaria), constituted by the act of March 25, 1905, with an initial appropriation 
of ten million dollars the fundamental object of which was " to facilitate the adaptation 
of the monetary circulation, with reference to the quantity of money, to the require- 
ments of a stable exchange with foreign countries." Leyes y Disposiciones. etc., pp. 
52 £f., and 93-105. Op. cit. 

* Memoria de la Comision de Cambios y Moneda, que Comprende el Period© 
Transcurrido de lo de Mayo de 1905, 4 30 de Junio de 1909. Mexico, 1909, pp. 
12-14. 



THE RECENT RISE IN THE PRICE OF SILVER 269 

The Commission immediately decided to take advantage of such 
a favorable conjuncture to undertake the task of demonetizing 
the Mexican peso, converting into gold the silver which it con- 
tained. ... In order to accomplish this end it would be necessary 
to proceed very rapidly, since it was impossible to predict how 
long the advance in silver would continue; and at the same time 
with great caution, since it is known that the silver market is 
exceedingly sensitive, and the offer of silver even by a very small 
amount in excess of the demands of the day is sufficient to depress 
the market to a considerable degree. Without precipitation, 
therefore, but with inviolable firmness, following the fluctuations 
of the market closely and with anxious interest, the Commission 
began to realize upon the pesos which it held in the Regulator 
Fund. When it had disposed of these at remunerative prices, 
which happened soon, it made an arrangement with the banks 
according to which they undertook to turn over to the Commission 
their cash balances of pesos upon condition that they should realize 
upon them in London without loss, notwithstanding the great 
diversity of places in which the money was gathered. 

It was the invariable rule of the Commission in the numerous 
operations of this kind which it undertook, to turn over all or 
nearly all the margin of profit which it realized to the banks which 
furnished the pesos for exportation, since it appeared that by 
proceeding in this way it not only complied with the demands of 
justice but best accomplished the purpose for which the Commission 
was created. That purpose was not to secure profit, but to con- 
tribute to the establishment and maintenance of the monetary 
circulation of the Republic upon sound and stable bases. 

Another object pursued at the same time by the Commission 
in its conduct of this affair was to prevent banks and individuals 
from becoming interested in undertaking directly operations for 
the exportation of pesos. To this end the services of the Com- 
mission were made essentially gratuitous. Thus the Commission 
prevented disturbances in the silver market which without doubt 
would have taken place if the offerings of Mexico had been multi- 
plied in a disorderly manner and had not been turned into one 
channel, attention always being given to the circumstances of 
the moment. The Commission furthermore enjoyed facilities 
for conducting the business quickly, effectively, and cheaply, 
which were not available to all exporters. 

In this manner the Commission exported from November 17, 
1905, to September 24, 1907, the important sum of $60,727,500 
from which it was able to realize upon all but $2,710,000.' 

> Before this latter sum could be realized upon, the price of silver declined so far 
that it became desirable for the Commission to have the coins returned to Mexico. 



270 QUARTERLY JOURNAL OF ECONOMICS 

Notwithstanding all the efforts, which have been alluded to, 
for conserving the Commission's control over the exportation of 
pesos, it continually feared that a time would arrive when its con- 
trol would disappear, because it was certain that if the high price 
of silver should persist, the spirit of gain and of speculation would 
induce many to undertake operations on their own account. The 
danger then would consist not only in the disturbances which would 
thereby be caused in the market for the purchase of silver, but 
also in the rapid retirement from circulation in the Republic of 
large sums of pesos, thus producing quickly a dangerous contraction 
in the currency . . . since individuals would not find it to their 
interest to follow the invariable practice of the Commission of 
returning to the circulation in the form of gold the equivalent 
of the silver couis withdrawn. 

When in October and November, 1906, the price 
of silver rose to an average of 11.2 per cent and 13.0 per 
cent, respectively, above bullion par, the exportation 
of silver pesos became so profitable " that commercial 
people of every class and persons not engaged in com- 
merce undertook their exportation." i Figures cited 
by the Commission tend to show that nearly sixteen 
million pesos were exported by private parties prior 
to November 19, 1906.^ 

Now we find Mexico's cuirency problem reversed. 
It is no longer the problem of creating a scarcity of 
money so as to raise the value of the peso to the gold 
par of seventy-five centigrams of pure gold, but the 
problem of preventing a currency scarcity and of 
keeping the peso down to the gold par for purposes 
of circulation. On every side fears were expressed 
lest the countiy would be denuded of its currency 
supply. The situation was made more serious by the 
facts that (1) at the time the pesos were being exported 
subsidiary coins were being withdrawn from circulation 
and recoined, also minor coins of nickel and copper; 

> Werner Hegemann, Mexikos tJbergang zur Goldwahrung, Stuttgart, J. G. Cot- 
ta'sche Buchh. Nachf., 1908, pp. 173-174. 

* Memoria de la Comision, etc., p. 15. Op. cU. 
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(2) there were in force strict limitations upon additional 
issues of bank notes which had been imposed to pre- 
vent an increase of bank note circulation from inter- 
fering with the " relative contraction of the currency." ' 

How was the emergency met ? It will be recalled 
that Mexico's currency legislation placed very wide 
discretionary powers in the hands of the administration, 
and that these powers were placed largely in the 
Commission on Exchange and Money, subject to the 
approval of the Finance Minister. This wide dis- 
cretion now became very useful and was wisely exer- 
cised. 

On November 19, 1906, a ten per cent duty was 
imposed upon the face value of silver coins exported; 
with the proviso that exporters would be exempted 
from the tax if within thirty days of the date of ship- 
ment they should turn over to the Commission for 
gratuitous coinage gold bars or foreign gold coins equiv- 
alent in value at the legal parity to the pesos exported. 
There was exported, in accordance with the provisions 
of this law, down to the close of the fiscal year 1907-08, 
P8,264,447,^ which added to the net exportations made 
by the Commission for which gold was returned, total 
over P66,000,000.' 

The next step was to make every effort to expedite 
the coinage of all new kinds of Mexican money, gold, 
silver, nickel, and copper. To this end not only was 
the Mexican mint worked to its full capacity, but the 
mints of other countries * were also employed under 

' Sobral, La Reforma Monetarla, etc., p. 179. Op. cit. 

2 Memoria, etc., p. 14. 

» On June 30, 1909, it was officially estimated that there was still in Mexico about 
twenty million of the old silver pesos, out of a total metallic monetary stock of 147,- 
950,242 pesos, ibid., p. 17. 

• The foreign mints employed were those of Birmingham, England; Philadelphia 
(which coined 30,000,000 pesos of gold coin). New Orleans, Denver, and San Francisco. 
Detailed figures for the coinage will be found in Memoria, etc.. Appendix No. 7. 
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the supervision of representatives of the Mexican 
Government. The amount coined at foreign mints 
was P41,610,123 and at the Mexican mint was 
86,345,647, making a total coinage down to June 30, 
1909, of 127,955,770 and representing 86.5 per cent 
of the total metallic money of the country. To take 
the place of the pesos which were being exported the 
Government coined a large number of fifty cent pieces,* 
which were highly popular coins and not of sufficient 
bullion value to be exportable. 

Two measures adopted in 1905, before the rise in 
the price of silver had resulted in the exportation 
of much silver coin, proved helpful in the effort to 
provide promptly an adequate gold circulation. 

The first was an act to encourage the keeping of 
domestically produced gold at home. Mexico is an 
important gold producing country (ranking only after 
South Africa, the United States, and Russia in 1908), 
and fortunately her product was increasing at the 
time the monetary reform was being effected.^ An 
act of June 19, 1905, reduced the stamp tax upon the 
value of bars of gold (as well as of silver) refined, to 
a fineness of .999 or more, from 2| per cent to 
I5 per cent.' It is interesting to note that domestic 
gold to the value of over fifty-two million pesos was 
purchased by the Commission in the form of bars 
down to the close of the fiscal year 1909.'' 

The second measure was the adoption of the tem- 
porary expedient of issuing gold certificates against 
gold bullion in process of coinage. These certificates 

> Out of a total new silver coinage of P42,728,543, P26,830,619, or 62.8 per cent 
consisted of fifty cent pieces. Idem. 

* According to the estimates of the Director of the United States Mint Mexico's 
annual gold product in terms of United States money at this time was as follows: 
1905, )fl6,107,100; 1906, )fl8,534,700; 1907, $18,681,100: and 1908, $22,371,200. 

* Cf . Memoria, etc. , p. 20. * Ibid. , Appendix 9. 



THE RECENT RISE IN THE PRICE OF SILVER 273 

were authorized in the decree of December 22, 1905/ 
and their principal characteristics are well summarized 
by Sobral ^ as follows: — 

The certificates were issuable "in exchange for gold bars or 
foreign gold coin received for coinage, or in exchange for silver 
pesos received for sale the proceeds of which were to be turned 
into gold. They were payable to bearer at sight but at the re- 
quest of the interested parties might be made payable to order. 
Certificates were issued in denominations of a thousand pesos or 
multiples thereof, except when they were made payable to order; 
but in no case in denominations of less than a thousand pesos. 
They were redeemable on demand, the Commission having the 
option to redeem in Mexican gold coin or in foreign gold coin; ' 
and the Commission kept a deposit in gold bars as a guaranty 
fund. Banks were authorized to count certificates as part of 
their reserves." Altho legally free coinage of gold did not exist,* 
this issue of certificates in exchange for gold bullion amounted 
to nearly the same thing; and as a matter of fact all gold presented 
was freely coined by the Commission.' 

This was the mechanism by which the great but 
temporary rise in the price of silver during 1905-07 
carried Mexico quickly to the gold standard, yielded 

1 " In accordance with the wording of the decree the Commission must at all times 
keep in the National Bank gold to the amount of the gold certificates issued. This 
it could do by means of the money in the Regulator Fund. Doubtless the Commission 
felt secure against a crisis, since the amount of the certificates issued was already held 
in the form of United States gold coin, and the Executive had authority from the 
gold standard act to make foreign gold money legal tender at any time. For national 
reasons it was decided not to adopt such a course unless necessary. (Cf. Memoria, 
etc., p. 16.) In case of the sudden presentation of gold certificates, however, redemp- 
tion might be made in gold coin of the neighboring Republic, which enjoyed a good 
reputation in Mexico, and which, if made a legal means of payment, could be sub- 
stituted for the new Mexican peso, since the American dollar was worth almost exactly 
two Mexican pesos." Werner Hegemann, Mexikos tjbergang zur Goldwahrung, 
pp. 172-173. Op. cit. 

2 In this respect as in most others the Executive was given wide discretion — 
much wider than would be pohtically possible in the United States. The act of March 
25, 1905, (ch. ii, art. 9) declared: " The privilege of coining money belongs exclusively 
to the Executive of the Union, who shall exercise it in conformity to law and public 
interest, coining such quantities as they require. The right of individuals of bringing 
gold and silver to the mints for coinage is discontinued." 

• Sobral, p. 192. 

* Leyes y Diaposiciones, etc., pp. 177-179. 

' La Reforma Monetaria, etc., pp. 191-192. Op. cit. 
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a net profit of P8,000,000,i solved the vexed problem 
of a gold reserve, eliminated the necessity of the gold 
exchange standard, and transferred the country's stock 
of metallic money in a little over three years' time from 
one consisting almost entirely of silver coins to one in 
which P83,000,0002 out of a total of P148,000,000 
was gold and in which P128,000,000 represented new 
coins.' 

E, W. Kemmeker. 

CoRNELi. University. 

> Memoria, etc., Ap. p. 11. ^ Ibid., Ap. p. 14-16. 

' Ibid., Ap. p. 7. 



